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STATEMENT OF THE CHAIRMAN 


The Board of Governors of the Federal Reserve System has sub- 
mitted this report covering the first 2 years of its administration of 
the Bank Holding Company Act of 1956. The report reviews the 
actions taken by the Board during this period and the difficulties 
encountered in carrying out the purposes of the law. 

The Board has also recommended a number of changes in the pres- 
ent law. These recommendations will be given careful study by the 
members of the Banking and Currency Committee, and I am sure 
they will be of interest to many persons in the financial field. 


J. W. Futsrieut, Chairman. 
y 








LETTER OF TRANSMITTAL 


Boarp OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, D. C., May 7, 1958. 
Tue PRESIDENT OF THE SENATE AND THE SPEAKER OF THE HovusE 
OF REPRESENTATIVES, 
United States Congress. 


Sirs: Pursuant to the requirements of section 5 of the Bank 
Holding Company Act of 1956, I have the honor to submit the report 
of the Board of Governors of the Federal Reserve System regarding 
the results to date of administration of that act, substantial difficulties 
encountered in carrying out its purposes, and recommendations as to 
changes in the law which in the opinion of the Board would be desirable. 

Yours respectfully, 


Wm. McC. Marty, Jr. 
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REPORT OF THE BOARD OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM PURSUANT TO THE BANK HOLDING 
COMPANY ACT OF 1956 


INTRODUCTION 


This report is submitted pursuant to section 5 (d) of the Bank 
Holding Company Act of 1956, approved May 9, 1956 (70 Stat. 133), 
which provides: 

(d) Before the expiration of two years following the date of enactment of this 
Act, and each year thereafter in the Board’s annual report to the Congress, the 
Board shall report to the Congress the results of the administration of this Act, 
stating what, if any, substantial difficulties have been encountered in carrying 
out the purposes of this Act, and any recommendations as to changes in the law 
which in the opinion of the Board would be desirable. 

Following the language of the statute, the report is divided into 
three main parts dealing respectively with (1) results of administra- 
tion of the act, (2) substantial difficulties encountered in carrying out 
its purposes, and (3) recommendations for changes in the law. 


I. RESULTS OF ADMINISTRATION 


Nature of the Board’s functions under the act—The Bank Holding 
Company Act prescribes criminal penalties for violations of its 
provisions; and enforcement of the act, therefore, is a matter that 
falls within the province of the Department of Justice. The Board, 
however, is specifically charged with the performance of certain 
functions of adjudication, regulation, and administration. It must 
consider and pass upon applications by bank holding companies for 
approval of acquisitions of additional bank stocks and of certain other 
transactions involving expansion in the banking field; it may grant 
extensions of the period aca for divestment of nonbanking inter- 
ests; it must que and pass upon requests for determinations as to 
whether certain nonbanking organizations are such as to be exempt 
from the divestment requirements of the act; it must consider and 
pass upon requests for the issuance of tax certifications under pro- 
visions added to the Internal Revenue Code by the act. Under the 
administrative provisions of section 5 of the act, the Board is author- 
ized to prescribe the form of registration statements to be filed by 
bank holding companies and extend the time allowed for their sub- 
mission, to issue regulations to carry out the purposes of the act, to 
require reports, and to make examinations of bank holding companies 
and their subsidiaries. 

Regulations.—Pursuant to section 5 (b) of the act, the Board 
promulgated its regulation Y, relating to bank holding companies, 
effective September 1, 1956. In general, the regulation paraphrases 
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certain portions of the act and sets forth the procedure to be followed 
by bank holding companies in applying for Board approval of trans- 
actions requiring such approval under section 3 of the Act and in 
requesting determinations by the Board under section 4 (c) (6) and 
tax certifications under section 1101 of the Internal Revenue Code. 
In addition, the regulation requires each bank holding company to 
submit to the Board annual reports regarding its operations. 

Following the procedure that has been found helpful and convenient 
in carrying out the Board’s functions under other statutes, regulation 
Y provides for the submission of applications, requests, and reports 
through the Federal Reserve Bank of the district in which the holding 
company has its principal office. 

Registration of bank holding companies.—Pursuant to the act, the 
Board has prescribed a form of registration statement to be used by 
bank holding companies in complying with the registration require- 
ments of section 5 (a). This form was designed to provide such 
information as the Board deemed necessary and appropriate to carry 
out the purposes of the act. It was adopted only after notice of the 
proposed form had been published in the Federal Register and con- 
sideration had been given to comments submitted by bank holding 
companies and other interested parties. 

Since the date of the act 69 bank holding companies have registered 
with the Board. However, 19 companies which were holding com- 
panies at the time of the enactment of the act and which registered 
as such have since ceased to be holding companies. Accordingly, as 
of the date of this report, there are 50 companies registered as bank 
holding companies under the law. A list of these companies was 
published in the February 1958 issue of the Federal Reserve Bulletin 
at page 211. Since there are 6 instances in which 2 bank holding 
companies control the same subsidiary banks, the registered com- 
panies actually represent 44 bank holding company groups. 

The act requires bank holding companies to register within 180 
days after the date of the act or 180 days after becoming a bank 
holding company, whichever is later. Under its statutory authority 
to extend the time for registration, the Board granted a blanket ex- 
tension permitting holding companies to register not later than 
January 15, 1957. In addition, for causes deemed to justify such 
action, the Board in some instances has extended the time within 
which particular holding companies might comply with the registra- 
tion requirements of the act. 

Section 3 applications.—Under section 3 (a) of the act it is unlawful, 

without the Board’s prior approval— 
(1) for any action to be taken which results in a company becoming a bank 
holding company * * *; (2) for any bank holding company to acquire direct or 
indirect ownership or control of any voting shares of any bank if, after such 
acquisition, such company will directly or indirectly own or control more than 
5 percentum of the voting shares of such bank; (3) for any bank holding company 
or subsidiary thereof, other than a bank, to acquire all or substantially all of the 
assets of a bank; or (4) for any bank holding company to merge or consolidate 
with any other bank holding company. : 

Since the date of the act, there have been two cases in which 
applications have been filed, pursuant to clause (1) of section 3 (a), 
for approval of formation of a new bank holding company. Neither 
case has yet proceeded to the stage of decision by the Board. One 
of these cases involved applications filed jointly by First New York 
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Corp., The First National City Bank of New York, and International 
Banking Corp.; they requested Board approval of a program under 
which the three applicants initially, but only First New York Corp. 
upon consummation of the program, would become bank holding 
companies with respect to three banks in New York State. Extensive 
hearings on these applications were held before a hearing examiner. 
In his report filed October 3, 1957, the examiner recommended that 
the applications be denied on the ground that their approval by the 
Board was precluded by section 7 of the act when considered in the 
light of article III-B of the New York banking law, a State statute 
temporarily prohibiting transactions of the kind contemplated by the 
applicants’ program. On December 10, 1957, the Board referred the 
matter again to the examiner for a further report and recommenda- 
tions on the merits of the application apart from the legal question 
considered in his previous report. Following receipt of the examiner’s 
further report and adverse recommendations, and the filing of excep- 
tions and briefs, the case was set down for oral argument before the 
Board on May 21, 1958. 

Under clause (2) of section 3 (a), the Board has received 17 appli- 
cations by bank holding companies for prior approval of proposed 
acquisitions of bank stocks. Of these, 9 have been approved, 2 have 
been denied, 1 was withdrawn, 1 is in abeyance, and 4 are now under 
consideration. The texts of all orders of the Board approving or 
denying such applications were published in the January 1958 Federal 
Reserve Bulletin, at pages 8-16, and in the April 1958 Federal Reserve 
Bulletin, at page 432. It is the general practice of the Board to 
publish all such orders in the Federal Register. 

Section 3 (b) of the act provides that, upon receiving any applica- 
tion under section 3, the Board shall notify the Comptroller of the 
Currency if the applicant or the bank whose stock is to be acquired is 
a national bank, or the appropriate State supervisory authority if the 
applicant or the bank whose stock is to be acquired is a State bank. 
The Comptroller or the State authority, as the case may be, is allowed 
30 days in which to submit views and recommendations; and if those 
views and recommendations are unfavorable, a formal hearing on the 
application is mandatory. In no case to date, however, has a hearing 
been required by the statute because of disapproval by the notified 
authority. In connection with the applications by First New York 
Corp. and others to form a new bank bolding company, to which 
reference has heretofore been made, a formal public hearing was 
ordered by the Board in the exercise of its discretion as provided in 
regulation Y. 

No applications have been received by the Board for approval of 
the acquisition of bank assets by a holding company or subsidiary, 
or the merger or consolidation of two bank holding companies, pur- 
suant to clauses (3) and (4) of section 3 (a) of the act. 

Extension of time for divestment of nonbanking interests —Section 
4 (a) of the act makes it unlawful for a bank holding company, after 
2 years from the date of the act, to engage in any nonbanking 
business or to retain direct or indirect ownership or control of stock 
of any company that is not a bank or a bank holding company, subject 
to certain stated exceptions. The Board is authorized to extend the 
2-year period allowed for such divestment if in its judgment such an 
extension would not be detrimental to the public interest, though no 
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extension may be for more than 1 year at a time or extend beyond 
5 years after the date of the act or after the date when the particular 
company became a bank holding company. , 

Under this authority, the Board has granted several extensions in 
cases in which it was the Board’s judgment that such extensions 
would not be ‘‘detrimental to the public interest.” 

Determinations under section 4 (c) (6).—Subsection (c) of section 4 
of the act enumerates a number of exceptions from the divestment 
requirements of that section. One of these exceptions, stated in 
section 4 (c) (6), depends upon the making of determinations by the 
Board in particular cases on the basis of the record made at formal 
hearings. This provision exempt shares of any company whose 
activities are all of a financial, fiduciary, or insurance nature if the 
Board, after a hearing determines that the company is— 
so closely related to the business of banking or of managing or controlling banks 


as to be a proper incident thereto and as to make it unnecessary for the prohibitions 
of this section to apply in order to carry out the purposes of this Act. 


Requests for such determinations have been received from seven 
holding companies. In two cases, hearings have been held and deci- 
sions have been made by the Board. In the first of these, the Board 
denied a request by Transamerica Corp. for a determination that its 
subsidiary, Occidental Life Insurance Co., is of such nature as to be 
exempt under section 4 (c) (6). In the second case, the Board denied 
exemptions with respect to certain nonbanking subsidiaries of General 
Contract Corp., St. Louis, Mo. The Board’s orders in these two 
cases were published in the Federal Reserve Bulletin for September 
1957, page 1014, and March 1958, page 260. Proceedings with respect 
to the other pending requests for such determinations have not yet 
been completed. 

Taz certifications—By reason of provisions added by the Bank 
Holding Company Act to the Internal Revenue Code (secs. 1101- 
1103), shareholders of a bank holding company are afforded tax relief 
(through nonrecognition of gains) in cases in which the holding com- 
pany, in order to comply with section 4 of the act, distributes stock 
of its nonbanking subsidiaries either directly to its shareholders, or 
indirectly by exchanging such stock for stock of a newly organized 
company and immediately distributing the stock of the new com- 
pany to the holding company’s shareholders. Tax relief is also avail- 
able where a holding company similarly divests itself of banking inter- 
ests and ceases to be a bank holding company. In all such cases, 
however, one prerequisite to such tax relief is the issuance of certain 
certifications by the Board of Governors. In general, these certifica- 
tions are of two kinds, a prior certification that must be issued before 
the distribution (or exchange and distribution) and a final certifica- 
tion issued after the program of divestment is completed. 

Since the date of the act, the Board has issued five prior certifica- 
tions. No final certifications have yet been issued. In all instances 
to date, the Board’s certifications have been issued in cases in which 
the bank holding company was proposing to divest itself of control 
of subsidiary banks, resulting in the termination of its status as a bank 
holding company. 

Certifications issued for tax purposes by the Board relate in general 
to the nature of the property to be distributed, the status of the com- 
pany involved as a “qualified bank holding corporation,” and whether 
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the distribution is necessary or appropriate to effectuate the purposes 
of the act. 
Il. SUBSTANTIAL DIFFICULTIES ENCOUNTERED 


Consideration of the novel problems arising under the Bank Hold- 
ing Company Act has con much of the time of the Board and its 
staff.. The language of the act has been found to be ambiguous. in 
some respects and the Board has been obliged to consider and resolve 
a number of difficult questions as to the interpretation of its provisions. 
The holding of formal hearings under the Act has resulted in time- 
consuming procedural problems. 

Decisions on applications —One of the major difficulties has arisen 
in connection with the exercise of the Board’s discretion in passing 
on applications by holding companies under section 3 of the act to 
acquire bank stocks and applications for the approval of the formation 
of new bank holding companies. 

The Board’s responsibility in this respect necessarily involves a 

weighing in each case of favorable and unfavorable considerations in 
the light of the standards set forth in the act. Section 3 (c) requires 
the Board in passing upon applications to consider the following 
factors: 
(1) the financial history and condition of the company or companies and the 
banks concerned; (2) their prospects; (3) the character of their management; 
(4) the convenience, needs, and welfare of the communities and the area con- 
cerned; and (5) whether or not the effect of such acquisition or merger or con- 
solidation would be to expand the size or extent of the bank holding company 
system involved beyond limits consistent with adequate and sound banking, the 
public interest, and the preservation of competition in the field of banking. 

As guides for the exercise of the Board’s judgment in passing on 
applications, the first three of these statutory factors present little 
difficulty. Financial history and condition, future prospects, and 
management are matters which the Board, like other bank super- 
visory agencies, customarily considers in passing on applica 
under other statutes for admission to membership in the Fe lera 
Reserve System or for approval of branches or of consolidations of 
banks. To a large extent this is also true of the fourth factor, relat- 
ing to the convenience, needs, and welfare of the communities and 
area concerned. The factor which has given rise to the greatest 
difficulty is the fifth—that relating to whether the proposed transac- 
tion would expand the “size or extent’’ of the holding company 
system “beyond limits consistent with adequate and sound banking, 
the public interest, and the preservation of competition in the field 
of banking.” 

The major problem has been the difficulty of balancing considera- 
tions affecting competition and the public interest under the fifth 
ee and those affecting convenience and needs under the fourth 
actor. 

For example, if a holding company controls a large percentage of 
of the deposits of commercial banks in an area and proposes to estab- 
lish a new bank in a locality within the same area that needs addi- 
tional banking facilities, how strong must be the showing of ‘“‘need”’ to 
warrant approval of the transaction? 

An even more difficult problem arises when a holding company 
ate to acquire control of a large independent bank and merge it 
with an existing banking subsidiary. Can the fact that the resulting 
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institution will be in a position to furnish more intense competition 
to another large bank in the community and perhaps provide expanded 
services to the public outweigh the resulting reduction in banking 
units sufficiently to justify approval of the application? In one 
case in which this problem confronted the Board, the acquisition was 
approved on the ground that, in the circumstances of that case, in- 
cluding the existence of active competition by mutual savings banks, 
adequate competition would be preserved and the community would 
benefit by the ability of the merged institution to provide a wider 
scope of banking services. However, the extreme closeness of the 
case was recognized by the Board, and three members dissented. 

A basic question relates to the effect of the terms ‘‘adequate and 
sound banking,” ‘“‘public interest,’ and ‘“‘preservation of competi- 
tion,” as used in the fifth statutory factor. For example, what 
weight should be given to the effect of a proposed transaction upon 
the current competitive performance of banks in the area as reflected 
by their aggressiveness, efficiency, or other characteristics, irrespective 
of the number of such banks or their connection with bank holding 
companies? What weight, on the other hand, should be given to 
the potential long-run effect of the proposed transaction, or the 
cumulative effect of a series of such transactions, upon the banking 
structure of the area as reflected by the number of banking units 
offering alternative sources of banking services, particularly banks 
not associated with holding companies? 

In addition, even in cases in which it may be agreed that a proposed 
transaction would not result in an undue lessening of competition, 
question arises as to the extent to which Congress intended to restrain 
the expansion of bank holding companies from the point of view of 
the overall “public interest.’”” For example, if a proposed acquisition 
would appear not to be inconsistent with the preservation of competi- 
tion, should it nevertheless be disapproved unless there is a showing 
that it will provide clearly needed banking facilities, strengthen an 
unsound bank, or otherwise definitely contribute to the needs and 
welfare of the community concerned; or, on the other hand, is approval 
warranted in such a case without the necessity of such a positive 
showing that the transaction will in some manner definitely further 
the interests of the community? 

A more precise statement of the purposes of the statute in the 
respects above mentioned would materially facilitate administration 
of the act. It is recognized that this might be difficult to accomplish. 
The Board believes, however, that the Congress should be aware of 
the problems here discussed in order that it may, if it wishes to do so, 
provide more specific guidance for the exercise of the Board’s discretion 
under the act. 

Effect of State legislation.—An important problem raised by an 
application for Board approval of the formation of a new bank holding 
company related to the effect to be given by the Board to State 
legislati’n prohibiting or restricting the operations of bank holding 
com panies. 

Section 7 of the act reserves to each State the right to exercise 
“such powers and jurisdiction which it now has or may hereafter 
have with respect to banks, bank holding companies, and subsidiaries 
thereof.” In the light of this provision, the question that arose was 
whether the Board is legally precluded from approving a transaction 
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that would appear to violate such a State statute, or, if not so pre- 
cluded, the weight, if any, that should be given to the State policy 
evidenced by such a statute. Clarification of the act to remove any 
doubt in such cases as to the effect of State law would simplify its 
administration. 

Transactions between holding company units.—Section 6 of the act, 
which prohibits certain financial dealings between a bank and its 
holding company or fellow subsidiaries, does not require the Board to 
grant or deny approval in individual cases. Accordingly, it has not 
presented problems of the kinds encountered in the administration of 
section 3 of the act. However, as part of the Board’s general respon- 
sibility under the act, and particularly its responsibility under section 
4 (c) (6) to determine whether the activities of a nonbanking organi- 
zation are ‘‘a proper incident’”’ to the business of banking or of manag- 
ing or controlling banks and consistent with ‘‘the purposes of this 
Act,” the Board has found it necessary to interpret section 6 (a) (4), 
which forbids any bank ‘‘to make any loan, discount or extension of 
credit” to its holding company or to a fellow subsidiary. The question 
presented was whether the acquisition of notes, conditional sale con- 
tracts, and similar paper, without recourse against the seller, was a 
“discount” within the meaning of this provision. The Board con- 
cluded (one member dissenting) that the term ‘‘discount’’ as used in 
section 6 (a) (4) includes nonrecourse purchases of such paper. As a 
result, the Board denied a request for a favorable determination under 
section 4 (c) (6) with respect to nonbanking organizations engaged in 
selling nonrecourse paper to banking subsidiaries of the same holding 
company. 

However, quite apart from its consequences in that particular case, 
which involved transactions between banking and nonbanking sub- 
sidiaries, the prohibition of intrasystem purchases of paper under 
section 6 (a) (4) may have important effects upon transactions between 
a subsidiary bank and other banks in the same holding company 
system. ‘These consequences as between banks may not have been 
anticipated when the provision was enacted. For example, it could 
have a hampering effect upon participations in loans by banks in a 
holding company group. The Board’s interpretation of section 6 
would not prohibit a holding company bank from joining with another 
bank in the same group in the initial making of a loan, since such an 
initial participation would not involve any “loan, discount or extension 
of credit’? by one bank in the group to another. However, it is not 
always practicable for participations to be arranged in that manner. 
It is sometimes appropriate for one bank to sell loans or participations 
therein, including "oath on securities and roar seieserueneres loans, 
to another bank some time after the loans are made. Such transfers 
of loans among banks are a desirable method by which banks adjust 
their portfolios to take account of movements in deposits and in 
demand for loans. 

The Board believes that the absolute prohibition in section 6 of 
certain transactions between a bank and its holding company or 
fellow subsidiaries is needlessly severe, particularly as applied to 
transactions between banks. A more appropriate safeguard would 
be provided by provisions along the lines of. section 23A of the Federal 
Reserve Act which, in general, limits credit extensions by a bank to its 
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affiliates to a percentage of the bank’s capital and surplus and requires 
that such credits be secured in a certain manner. 

For these reasons, as further explained in the section of this report 
relating to suggested statutory amendments, the Board recommends 
the repeal of section 6 of the Bank Holding Company Act and the 
amendment of section 23A of the Federal Reserve Act in certain re- 
spects so as to retain the best features of both of these provisions of 
present law. 

If the Congress should for any reason be unwilling to adopt that 
recommendation, it is believed that it would be desirable at least to 
exempt nonrecourse purchases of paper between banks from the pro- 
hibitions of section 6. This hes not appreciably weaken the pro- 
vision, since both the buyer and seller would be under supervision 
and examination by the bank supervisory authorities. 


Ill. RECOMMENDATIONS FOR CHANGES IN THE LAW 


When the President signed the Bank Holding Company Act on 
May 9, 1956, he issued the following statement: 

I have today approved H. R. 6227, designated as the Bank Holding Company 
Act of 1956. Although the legislation has as its objectives (1) requiring bank 
holding companies to divest themselves of nonbanking assets and (2) preventing 
any lessening of competition in banking through the holding company device, as 
a result of various exemptions and other special provisions the legislation falls 
short of achieving these objectives. It does, however, represent a forward step 
in that direction, and I am approving the legislation for this reason. The ex- 
emptions and other special provisions will require the further attention of the 
Congress. 

Prior to the enactment of the act, the Board of Governors, in its 
testimony before congressional committees, opposed the inclusion of 
any special exemptions such as those referred to by the President. 
The Board continues to feel that all such exemptions should be elimi- 
nated if they cannot be justified in principle. In addition to such 
unwarranted special exemptions, the act contains a number of defects 
that have come to the Board’s attention in connection with its ad- 
ministration of the statute. 

The Board’s present recommendations for changes in the law are 
here set forth. For convenience, these recommendations are arranged 
in the order of the sections of the act to which they primarily relate 
and not necessarily in accordance with their relative importance. 

There is attached to this report as exhibit A a draft of a bill which 
would effectuate all of the Board’s recommendations, other than those 
which are suggested in some instances as possible alternatives to the 
Board’s preferred recommendations. For convenience of reference 
the draft bill is keyed to the corresponding numbers of the recom- 
mendation. Also attached as exhibit B is a draft, showing textual 
changes which would be made in present law by the draft bill. 

1. Change to one-bank definition [sec. 2 (a)].—The act defines a 
“bank holding company”’ in terms of a company that owns or controls 
25 percent or more of the stock of each of two or more banks. If the 
act related only to regulation of the expansion of bank holding com- 
panies, such a two-bank definition would be unobjectionable. It is 
not adequate, however, to effectuate another major purpose of the 
statute—divestment of nonbanking interests of bank holding com- 
panies. Since a company controlling only one bank is not covered by 
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the definition, it is not required to divest itself of any nonbanking 
organization that it may also control. Yet, if it is contrary to the 
public interest for banking and nonbanking businesses to be under the 
same control, the principle is applicable whether a company controls 
one bank or a hundred banks, and the possibility of abuses from such 
common control is the same. In fact, if a company controls only 1 
large bank, that company’s interests in extensive nonbanking busi- 
nesses could lead to abuses even more serious than if the company con- 
trolled 2 or more very small banks. Prior to enactment of the act, 
the Board consistently urged that the definition of a “bank holding 
company” be related to ownership or control of a majority (or even 25 
percent) of the stock of a single bank. The logic of that position 
still seems sound; and it is Tlivd that the statute should be 
amended accordingly. 

If the percentage test stated in present law is not changed, a one- 
bank definition could be societal merely by changing the words 
“each of two or more banks”, wherever they occur in section 2 (a) of 
the act, to read “any bank’’. 

2. Meaning of indirect “control” (sec. 2].—Certain questions have 
arisen as to the meaning of the phrase ‘‘owned or controlled directly 
or indirectly’’ as used in a number of places in the act. 

A. Question has arisen whether stock owned or controlled by a 
“subsidiary” of a bank holding company should be considered as 
indirectly owned or controlled by the holding company where that 
company owns less than 50 percent of the voting shares of the sub- 
sidiary. On the one hand, it may be argued that the 25-percent 
figure in the definition of a “bank holding company” relates solely to 
direct ownership or control, and that, in determining the existence of 
indirect ownership or control, it is necessary to determine whether the 
holding company in fact exercises control over the shares of a company 
owned by the subsidiary. On this theory, the holding company might 
indirectly control such shares only if it owned more than 50 percent 
of the shares of the subsidiary. On the other hand, it may be argued 
that the statute adopts 25-percent ownership as representing “‘control,”’ 
and that, therefore, where a holding company owns 25 percent of the 
stock of its subsidiary and the latter owns 25 percent of another 
corporation, the holding company can be said to control indirectly 
25 percent of the shares of such corporation. 

The latter view would mean, for example, that if a holding company 
should own 25 percent of an intermediate corporation which in turn 
owns 25 percent of a bank, that bank would be subsidiary even 
though the holding company might not actually control the operations 
of the intermediate corporation. It would suggest also that a holding 
company would be obliged to divest itself of “indirect”? control of 
shares of a nonbanking organization owned by a subsidiary, even 
though the holding company did not actually control the subsidiary. 
Despite these considerations, the application of a 25-percent test of 
control would seem consistent with the intent of the law and would 
materially simplify the task of administration by avoiding the need in 
particular cases of proving actual control. This could be accomplished 
by adding at the end of section 2 a provision to the following effect: 

For the purposes of this Act, shares owned or controlled by any subsidiary of a 


bank holding company shall be deemed to be indirectly owned or controlled by such 
bank holding company. 
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B. Section 4 (a) of the act prohibits the acquisition or retention of 
direct or indirect ownership or control of voting shares of nonbanking 
companies, with certain exceptions. However, unlike the definitions 
of “bank holding company” and “subsidiary” in section 2, section 4 
does not specifically cover cases in which shares of a nonbanking 
organization are held by trustees for the benefit of the shareholders of 
the bank holding company. Moreover, neither section 2 nor section 4 
specifically covers instances in which shares are held by trustees for 
the benefit of the shareholders of a subsidiary of a bank holding 
company. In order to avoid the practical and procedural difficulties 
involved in proving actual ‘‘control,’’ and also to be consistent with 
other provisions of the act, it is believed that the law should provide 
specifically that shares held by trustees in the circumstances here 
mentioned should be considered as being controlled by the bank 
holding company and theretore subject to all applicable provisions of 
the act. Such a provision might be added at the end of section 2 to 
read as follows: 

For the purposes of this Act, shares held or controlled directly or indirectly by 

trustees for the benefit of the shareholders or members of a company or any of its 
subsidiaries shall be deemed to be controlled by such company. 
If this recommendation is adopted, clause (3) in the definition of 
“bank holding company” in section 2 (a) of the act, relating to the 
holding of bank shares by trustees for the shareholders of a company, 
would be unnecessary and could be deleted, since stock so held would 
be “controlled” by the company under clause (1) of that definition: 
and, if the amendment here proposed is enacted in the language 
suggested, the amendment to section 2 (a) (3) proposed in recom- 
mendation No. 4 would also be unnecessary. Likewise, adoption of 
the present recommendation would, as a practical matter, make 
unnecessary the amendment to section 3 (a) (2) proposed in recom- 
mendation No. 13. 

3. Coverage of pension trusts [sec. 2].—Pension trusts or profit- 
sharing plans maintained by banks or other companies for their em- 
ployees sometimes invest in bank stocks. A pension trust or profit- 
sharing plan does not itself fall within the definition of a “company”; 
and if the trust should own more than 25 percent of the stock of each 
of two or more banks it would be difficult as a practical matter to 
prove that such stocks are “indirectly controlled” by the bank main- 
taining the trust even though the trustees may be directors of that 
bank. In order to guard against possible use of this device as a means 
of evading the statute, it would be desirable to cover such situations 
by an amendment to the law which would cause a bank or other 
company to become a bank holding company if a pension trust or 
profit-sharing plan holds for the benefit of its employees 25 percent 
or more of the stock of each of two or more banks.! This could be 
accomplished by inserting in the definition of “bank holding company’’ 
in section 2 (a) of the act a new clause reading as follows: 
or (4) for the benefit of whose employees (whether exclusively or not) 25 per 
centum or more of the voting shares of each of two or more banks! or a bank 


holding company is held or controlled directly or indirectly by trustees under an 
employee-benefit plan. 
dinin aancastidhiinian 

1 The words “each of two or more banks” would read “any bank” if the Board’s recommendation No. 1 


were adopted. If that recommendation is not adopted, the language of the amendment here suggested 
should be modified in accordance with recommendation No. 5. 
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Adoption of this amendment would require a conforming amendment 
to the definition of “subsidiary” in section 2 (d). 

4. Stock “held” by trustees [sec. 2 (a) (3)].—The definition of a 
“bank holding company” includes any company for the benefit of 
whose shareholders 25 percent or more of the stock of two or more 
banks is “‘held by trustees.” There are situations in which trustees 
hold the stock of several corporations for the benefit of the share- 
holders of a particular company, which may here be called company 
X, and in which each of the corporations in turn owns more than 25 
percent of the stock of a single bank. It cannot be said that the 
trustees directly hold the stock of two or more banks for the share- 
holders of company X; but, in view of the fact that the trustees hold 
all the stock of the corporation that owns the bank stock, and since 
any other construction would clearly tend to defeat the purposes of 
the act, the Board has taken the position that in such a case the stock 
of the several banks owned by the various corporations is in fact 
“held” by the trustees for the benefit of company X’s shareholders and 
that therefore company X is a bank holding company. However, the 
provision in question should be amended to make it clear that the 
provision applies to indirect holding or control of bank stock as well as 
direct ownership of such stock by trustees. 

The point could be clarified by inserting after the word ‘‘held”’ in 
clause (3) of section 2 (a) the words “or controlled, directly or in- 
directly,”. If this change is made, a conforming change should be 
made in the definition of “subsidiary” in section 2 (d) (3). 

It should be noted that the amendment here recommended would 
be unnecessary if the amendment proposed in recommendation No. 2B 
should be enacted. 

5. Combination of clauses in definitions |sec. 2 (a)|.—Section 2 (a) 
defines a “bank holding company” as any company (1) which directly 
or indirectly owns, controls, or holds with power to vote 25 percent or 
more of the stock of each of 2 or more banks or another bank holding 
company, or (2) which controls the election of a majority of the direc- 
tors of each of 2 or more banks, or (3) for the benefit of whose share- 
holders or members 25 percent of the stock of each of 2 or more banks 
or another bank holding company is held by trustees. Literally, the 
definition can be read to mean that a company must be related to at 
least two banks in the manner described in one of the three cle uses and 
that a company would not be covered if it is related to one bank under 
one clause and to another bank under another clause. To illustrate, 
it might be contended, under such a literal reading of the definition, 
that if a company owns 25 percent or more of the stock of only 1 bank 
and also is a company for the benefit of whose shareholders the stock 
of one other bank is held by trustees, such a company would not be a 
bank holding company. Such an interpretation obviously was not 
intended and would clearly permit evasions of the statute. Accord- 
ingly, if the Board’s recommendation No. 1 regarding the use of a 
one-bank definition is not adopted, the language of the definition should 
be clarified by changing the first sentence of section 2 (a) to read as 
follows: 

“Bank holding company’? means any company which, with respect to each of 
two or more banks or another bank holding company, (1) directly or indirectly 


owns, controls, or holds with power to vote, 25 per centum or more of the voting 
shares of such bank or other bank holding company, or (2) controls in any matter 
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the election of a majority of the directors of such bank or other bank holding 
company, or (3) is a company for the benefit of whose shareholders or members 
25 per centum or more of the voting shares of such bank or other bank holding 
company is held by trustees; * * *. 

6. Company controlling bank that holds bank stocks as trustee [sec. 2 
(a) (A)].—Section 2 (a) (A) excludes from the definition of bank 
holding company any bank which owns or controls 25 percent or more 
of the shares of 2 or more banks in a fiduciary capacity, except where 
such shares are held for the benefit of the shareholders of such bank. 
Under a strict construction, this exemption would be limited solely to 
a company that is a bank and that holds bank stocks in a fiduciary 
capacity and would not include a nonbanking company that directly 
controls the bank that holds the shares in trust. 

Where a bank owns or controls shares of other banks in a fiduciary 
capacity, presumably it may vote and otherwise control such shares 
only in accordance with the indenture under which it serves. The 
same presumption, it seems, should exist with respect to a company 
that does not control the bank trustee, unless that company or its 
shareholders are the beneficiary of the trust. Moreover, section 3 
(a) of the act, dealing with “acquisition of bank shares or assets,’ 
exempts a bank holding company from the necessity of obtaining the 
Board’s prior approval for one of its subsidiary banks to acquire 
bank stock in a fiduciary capacity. It would be inconsistent to allege 
that Congress dispensed with the requirement of Board approval in 
section 3, but at the same time concluded that a company is a bank 
holding company if it controls only one bank that, in turn, owns shares 
of other banks in a fiduciary capacity. 

Exemption of a nonbanking company in such a case could be 
effected by amending clause (A) in section 2 (a) to read as follows: 

Sec. 2. (a) * * * (A) No bank and no company owning or controlling voting 
shares of a bank shall be a bank holding company by virtue of such bank’s owner- 
ship or control of shares in a fiduciary capacity, except where such shares are 
held for the benefit of the shareholders of such bank or such company. 

7. Exemption of registered investment companies [sec. 2 (a) (B)].— 
The act exempts from the definition of a “bank holding company’’ 
any company which was registered under the Investment Company 
Act of 1940 prior to May 15, 1955, and any company “‘affiliated’”’ with 
such a company. This exemption has no logical basis. It was 
presumably based on the mistaken theory that a registered investment 
company 1s subject to such supervision and restrictions under the 
Investment Company Act as to make it unnecessary for it to be also 
regulated under the Bank Holding Company Act. Actually, the 
Investment Company Act is aimed primarily at protecting investors; 
it does not prevent any registered investment company from acquiring 
control of banks or require such a company to divest itself of non- 
banking interests. There is no plausible reason why a registered 
investment company which otherwise meets the definition of a bank 
holding company should be exempted from regulation under the Bank 
Holding Company Act. The exemption clearly should be repealed. 
If, contrary to the Board’s recommendation, the exemption is retained, 
such investment companies should at least be made subject to section 6 
of the act relating to loans by subsidiary banks to their bank holding 
company and fellow subsidiaries, if that section or similar provisions 
are retained in the law. 
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Repeal of the exemption could be accomplished merely by striking 
from the act all of clause (B) of the second sentence of section 2 (a) 
of the act. : 

8. Exemption of company with 80 percent of “total assets * * * in 
the field of agriculture’’ {[sec. 2 (a) (E)].—A. Section 2 (a) (E) provides 
that a company that otherwise would be a ‘“‘bank holding company” 
is exempted from that status if “at least 80 per centum of its total 
assets are composed of holdings in the field of agriculture.” The 
Board’s study of this so-called “agricultural exemption” in connection 
with the actual facts of two situations has led to the conclusion that 
the exemption is difficult to justify. 

The Bank Holding Company Act is based upon the congressional 
position that expansion of holding companies calls for regulation and 
that bank holding companies generally should not engage in non- 
banking activities. It is difficult to see why either of these basic 
principles is less applicable to a holding company system with a large 
part of its assets in the field of agriculture than with respect to holding 
companies that do not fall within that category. Accordingly, the 
Board recommends the elimination of the exemption provided by 
section 2 (a) (E) together with the related provisions of section 2 (g) 
defining the term ‘‘agriculture.”’ 

B. In the event Congress should decide not to delete this exemp- 
tion, it may wish to clarify the meaning of the words ‘‘80 per centum 
of its total assets” as used therein. In applying the existing pro- 
vision, the Board necessarily has interpreted these words as meaning 
80 percent of the value of total assets, and has regarded ‘‘value” as 
referring to actual present value, rather than book value, cost, or 
some other alternative. It has seemed to the Board that actual 
present value is the most realistic interpretation, and that the use of 
either book value or cost as the test could result in the exemption’s 
being applicable in cases where in reality agricultural assets constitute 
only a relatively minor fraction of the company’s total assets. How- 
ever, it is recognized that determination of actual present value is 
sometimes a relatively troublesome and expensive procedure, and on 
this basis Congress might wish to substitute a test that would be 
easier to apply. This objective could be effected by changing the 
phrase to read “80 per centum of its total assets (measured by cost or 
comparable basis, appropriately depreciated) are composed of holdin 
in the field of agriculture.” Such an amendment, however, while 
facilitating administration of the act, would make the exemption 
even more arbitrary and even less related to economic reality. To 
some extent, this problem adds weight to the Board’s recommenda- 
tion that section 2 (a) (E) be repealed. 

9. Exemption of religious, charitable, and educational organizations 
[sec. 2 (b) (2)].—Alternative proposals as to the treatment of this 
natter are discussed below. 

A. At present the act excludes organizations of the types above 
indicated from the definition of “company” and consequently from 
the definition of ‘‘bank holding company.” It appears to the Board 
that the dangers aimed at by the Holding Company Act (unregulated 
expansion of ownership of banks; banking and nonbanking interests 
being held by the same organizations; and lending by a bank to the 
organization that controls it) are not absent simply because a holding 
company is operated for religious, charitable, or educational purposes. 
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Accordingly, the Board recommends that this exemption be termi- 
nated by deleting section 2 (b) (2) in its entirety. 

B. The Board sees little justification for any exemption for holding 

companies of these kinds, but if they are to be accorded special status 
it is felt that the exemption should be limited to some extent at least. 
Accordingly, if Congress rejects the foregoing recommendation A, it 
may decide instead that such organizations should be exempt only from 
the provisions of section 4 relating to divorcement of banking interests 
from nonbanking interests. This narrowing of the exemption could 
be effected by deleting section 2 (b) (2) and amending section 4 (c) (7) 
to provide that the prohibitions of section 4 shall not apply— 
(7) to any bank holding company which is a labor, agricultural, horticultural, 
religious, charitable, or educational organization and which is exempt from taxa- 
tion under section 501 of the Internal Revenue Code of 1954.” [New words 
italicized. ] 

Such an amendment would place religious, charitable, and educa- 
tional organizations on the same basis as labor, agricultural, and 
horticultural organizations, so that holding companies in any of these 
categories would be subject to the requirements and restrictions of the 
act with respect to (1) expansion in the field of banking and (2) exten- 
sions of credit within the holding company system, but would not be 
required to divest themselves of nonbanking interests. 

©. It may be that one reason for the exemption of religious, chari- 

table, and educational organizations was the reluctance of Congress 
to subject organizations of these classes to the requirements of section 
5 regarding disclosure to the Board of their financial affairs and other 
activities. If this is the case, a solution might be found in permitting 
such organizations to control banks solely through a subsidiary 
corporation (itself subject to all provisions of the act) without the 
parent organization’s becoming thereby a bank holding company 
subject to examination and reporting requirements. This could be 
accomplished by deleting clause ‘‘(2)” of section 2 (b), and adding 
the following to section 2 (a): 
, and (F) no company shall be a bank holding company if (i) it is organized and 
operated exclusively for religious, charitable, or educational purposes, (ii) no 
part of its net earnings inures to the benefit of any private shareholder or individual, 
(iii) no substantial part of its activities is carrying on propaganda or otherwise 
attempting to influence legislation, and (iv) it does not own or control directly or 
indirectly 25 per cent or more of the voting shares of any bank that is not a 
subsidiary of a bank holding company. 

As indicated, the Board favors complete elimination of the existing 
exemption of religious, charitable, and educational organizations; 
alternatives B and C are presented only because of the possibility 
that Congress may decide not to eliminate the exemption entirely 
but rather to reduce its scope to some degree. 

D. If, however, Congress should decide that religious, charitable, 
and educational organizations should continue to be totally exempted 
from the provisions of the Holding Company Act, the question would 
arise whether the exemption should apply not only to such organiza- 
tion itself, but also to wholly owned subsidiaries thereof that own 
or control banks. A situation of this sort was presented to the Board 
in 1956, and it was concluded that such subsidiaries are not exempt 
from the Holding Company Act in its present form. 

As emphasized herein, the Board questions the desirability of 
exempting religious, charitable, and educational organizations, but 
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if Congress should decide otherwise, consistency would seem to require 
that the exemption apply also to wholly owned subsidiaries of such 
organizations. Such a broadening of the exemption could be effected 
by amending section 2 (b) by inserting immediately after “or (3)” 
the following: 

any corporation, all of the shares of stock of which are owned by an organization 
described in clause (2) above, the entire net income of which is turned over to 
such organization, or (4). 

10. Exclusion of “agreement” foreign banking corporations from 
definition of ‘‘bank’’ [sec. 2 (c)].—Section 2 (ce) excludes from the 
definition of ‘‘bank”’ corporations “operating under section 25 (a) of 
the Federal Reserve Act.’”’ This exempts foreign banking corpora- 
tions that are chartered by the Board of Governors of the Federal 
Reserve System. However, it does not exempt similar foreign bank- 
ing corporations which are chartered under State law, and in which 
member banks of the Federal Reserve System are allowed to invest 
if the corporation has a specified agreement or undertaking with the 
Board of Governors under section 25 of the Federal Reserve Act. 
There is no reason why such “agreement” foreign banking corpora- 
tions should not have the same exemption as the similar corporations 
chartered by the Board. 

Such an exemption could be provided by amending section 2 (c) 
of the Act to insert before the words ‘‘section 25 (a) of the Federal 
Reserve Act”’ the words “‘section 25 or.” 

11. Deletion of term ‘‘State member bank’’ |sec. 2 (c)].—Section 2 (c) 
defines, among other things, the term “State member bank.” The 
term does not appear elsewhere in the act and there appears to be no 
reason for the definition. Accordingly, the definition of the term 
‘State member bank” should be deleted. 

12. Conforming definition of “subsidiary’’ [sec. 2 (d)].—Section 2 (d) 
(1) defines a “subsidiary” of a bank holding company as a company 
25 percent or more of whose voting shares are owned or controlled b 
the bank holding company. Unlike the related definition of “hank 
holding company”’ in section 2 (a), the definition of “subsidiary” does 
not refer to indirect ownership or control or to the holding of stock 
with ‘‘power to vote.” 

Situations have come to the Board’s attention which suggest the 
need for clarification. For example, X bank holding company, in 
addition to owning 25 percent of the shares of Bank A, owns 75 per- 
cent of the shares of Y company which is a bank holding company 
by virtue of its ownership of 25 percent of the shares, respectively, of 
bank B and bank C. It could be argued that bank B and bank C, 
while banking subsidiaries of Y, are not subsidiaries of X bank hold- 
ing company, because their shares are not directly owned or controlled 
by X. However, such an interpretation would mean that bank B 
and bank C could accept shares of X bank holding company or of 
bank A as collateral security for a loan without violating section 6 of 
the act prohibiting upstream and cross-stream lending. Viewed in 
terms of the overall intent of the act and its purpose and meaning, 
it would seem desirable to make it clear that a bank indirectly con- 
trolled by a bank holding company is a “subsidiary” within the mean- 
ing of the law, thus bringing the definition into conformity with the 
related definition of a “bank holding company”. 
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Accordingly, it is recommended that the definition of a “subsidiary” 
in section 2 (d) (1) be amended by adding the words “directly or indi- 
rectly” before the words ‘‘owned or controlled by such bank holdin 
company,” and by adding thereafter the words ‘‘or is held by it wit 
power to vote.” 

13. Conforming control of expansion of bank holding companies to 
definitions of “bank holding company’”’ and “subsidiary”’ |sec. 3 (a) 
(2)].—Under the definitions of ‘bank holding company” and “sub- 
sidiary”’ in sections 2 (a) and 2 (d) of the act, a bank can be a subsidiary 
of a bank holding company through (1) ownership or control of 25 
percent of the voting shares of the bank by the holding company, 
(2) control of the election of a majority of the directors of the bank 
by the holding company of (3) holding of 25 percent or more of the 
voting shares of the bank by trustees for the benefit of shareholders 
of the holding company. In requiring approval of the Board for the 
creation or expansion of a bank holding company, section 3 (a) evi- 
dently intends to parallel those definitions; but section 3 (a) does not 
specifically refer to the second and third of the 3 methods by 
which a bank may become a subsidiary. In order to avoid any 
possible ambiguity on the point, it would be desirable to amend 
section 3 (a) by adding at the end of clause (2) before the semicolon 
the following language: 





, or for any action to be taken which results in a bank becoming a subsidiary of a 
bank holding company. 

14. Company becoming a bank holding company because of termination 
of exemption [sec. 3 (a) (1)]|——Under section 3 (a) (1) it is unlawful, 
except with the prior approval of the Board, “for any action to be 
taken which results in a company becoming a bank holding company.” 
The Board believes that this provision was designed to prevent the 
formation of new holding-company systems in circumstances that 
would contravene the objectives of the act. Ordinarily, a company 
becomes a bank holding company by acquiring 25 percent or more of 
the shares of 2 or more banks. 

However, a company that owns 25 percent or more of the stock of 
2 banks, but which falls within one of the exemptions provided in 
section 2 (a), may become a bank holding company simply by ceasing 
to qualify for such exemption. For example, an investment-banking 
corporation might hold enough bank stock to be a holding company 
but might be excluded from that category (by sec. 2 (a) (C)) because 
some of such stock was acquired in connection with underwriting; 
this exemption might be lost if the company were unable to sell the 
stock profitably and decided to hold it as an investment, awaiting 
a better market. Likewise, a company that was exempt from “bank 
holding company” status under the agricultural exemption (sec. 2 (a) 
(E)) might lose that exemption, and thereby become a bank holding 
company, through the sale of a part of its agricultural holdings. 

In such cases, the purpose of section 3 (a) (1)—namely to regulate 
the creation of new holding company systems—would not be contra- 
vened, and the Board’s prior approval does not seem to be called for 
as a matter of policy and might be impossible as a practical matter. 
Under a literal interpretation of section 3 (a) (1), however, such 
approval might be held to be required. 
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This undesirable interpretation could be avoided by amending 
section 3 (a) (1) to read: 

* * * (1) for any action to be taken which results in a company becoming 
a bank holding company (execpt by termination of an exemption provided in 
section 2 of this Act) * * * 

15. Board approval for holding company banks’ absorption of other 
banks {see. 3 (a) (3)|.—Section 3 (a) now requires Board approval 
before a holding company may acquire bank stock either directly or 
indirectly, and also before a holding company or any of its subsidiaries, 
“other than a bank,’’ may acquire directly or indirectly “all or sub- 
stantially all of the assets of a bank’. This allows a bank in a holding 
company system to absorb another bank without the prior approval 
of the Board. It can be argued that this provision seriously weakens 
the act with respect to one of its major purposes—namely, to control 
the expansion of bank holding companies. 

It seems clear that Congress did not intend to control, through the 
Holding Company Act, what may be called the “internal’’ expansion 
of the banking activities of holding company systems. A holding 
company bank may expand its deposits, loans, and other phases of 
its business, and may establish additional offices (where permitted by 
applicable laws) without regard to the Holding Company Act. How- 
ever, the legislative history of the act reveals a general intent that a 
holding company system should not be permitted to absorb existing 
banking institutions except in accordance with its provisions. 

There are two methods by which a holding company system may 
absorb an existing independent bank: (1) it may acquire the control- 
ling stock of the bank or (2) it may arrange to have the independent 
bank merge or consolidate with, or sell its business to, a holding 
company bank.?, The Holding Company Act applies to ‘‘(1)’’ but not 
to “(2)”; the question is whether this distinction is sound in principle. 

The argument has been advanced that the act should not apply to 
acquisitions via merger, consolidation, or purchase of assets, because 
such acquisitions are already subject to supervisory control—that is, 
either the merger or the usual consequent establishment of a branch, 
or both, must have the prior approval of a Federal or State bank 
supervisory authority or in some cases, both. It is true that this is 
usually the case and that the situation differs in that respect from a 
holding company’s purchase of the stock of an existing bank, which 
ordinarily is subject to no governmental control other than that pro- 
vided by the Holding Company Act. 

However, it does not appear that Congress intended to exclude 
additional-bank expansions of holding companies whenever they are 
subject to control by other governmental agencies in the banking 
field. A conspicuous example is the establishment of new banks by 
holding companies. No new national bank may be established 
without the prior approval of the Comptroller of the Currency, and 
no new State bank without the prior approval of the State bank 
chartering authority. Nevertheless, under section 3 (a) (2) of the 
act a holding company may not establish any new bank ‘except 
with the prior approval of the Board” in addition to that of the bank- 
chartering authority. 





2 Not infrequently these two methods constitute successive steps; the holding company purchases the 
controlling stock of an independent bank and then merges its operations with those of one of its other banks. 
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It is to be noted also that the Senate Banking Committee, in com- 
menting upon section 3 (a) (3), stated: 

Acquisition of assets, as well as acquisition of stock, may be used to gain 

practical control of a bank’s operations, especially at the existing site of opera- 
tions. In order to encourage competitive banking and discourage monopoly 
of banking, this bill provides regulatory control over both types of acquisition 
(S. Rept. No. 1095 (84th Cong.), pt. 1, p. 8). 
This statement evidences the committee’s concern with expansion 
via absorption of independent banks, but section 3 (a) (3) does not 
effectively deal with this problem. That provision relates only to 
acquisition of the assets of an existing bank by a holding company or 
a nonbanking subsidiary. In actuality, however, such corporations 
rarely if ever acquire a bank’s assets, and certainly their acquisition 
of a bank’s assets could not ‘‘be used to gain practical control of a 
bank’s operations, especially at its existing site of operations,’’ which 
apparently was the committee’s principal focus in this connection. 
Control of the kind described can be achieved only when a banking 
subsidiary of a holding company takes over an independent bank. 
Consequently, it appears that section-3 (a) (3) in its present form is 
practically a nullity, and does not reach the problem referred to by 
the Senate Banking Committee. 

It is recognized that duplication of governmental regulation should 
be avoided wherever possible. But it is not clear that the objectives 
of the Holding Company Act will be carried out consistently by the 
various State and Federal supervisors in passing upon mergers (or 
branch applications in connection therewith); in fact, there might 
be some question as to the authority of State bank supervisors to dis- 
approve a proposed merger on the ground that it would be inconsistent 
with the purposes of the Federal Bank Holding Company Act. Con- 
sequently, on balance it is the conclusion of the Board that effectua- 
tion of the purposes of the act requires that holding-company banks’ 
absorption of independent banks, by merger or otherwise, should be 
subject to the provisions of section 3 of the act. 

Mention should be made of the relationship of this recommendation 
to the prohibitions of section 3 (d). Those prohibitions were intended, 
asad speaking, to prevent a holding company from expanding 
outside its “home’’ State by purchase of bank stock or acquisition 
of the assets of additional banks. At the present time, however, by 
virtue of the exception in section 3 (a) (3) with respect to banks 
absorptions of other banks, if a holding company owned one or more 
banks in a particular State on May 9, 1956, it may absorb additional 
banks in that State through merger or purchase of assets to the full 
extent permitted by State law or the National Bank Act, whichever is 
applicable. 

If the bank-merger exception in section 3 (a) (3) is deleted as here 
suggested, and no other action were taken in this area, the result 
would be that, for practical purposes, section 3 (d) would completely 
oS any expansion of holding companies out-of-State subsidiary 

anks by absorption of other banks. However, the Board believes 
that such an absolute prohibition of absorptions, regardless of circum- 
stances, would not be in the public interest, and consequently it 
recommends amendment of section 3 (d) to permit such absorptions by 
out-of-State subsidiary banks when approved by the Board pursuant 
to section 3 (a). This would not in any way cut down the present 
coverage of section 3 (d) but would simply make that subsection 
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inapplicable in the case of acquisitions of bank assets that would now 
be brought within the purview of section 3 (a) for the first time. 

The question may be raised as to whether the general principle of 
section 3 (d)—prevention of out-of-State expansion by acquisition of 
additional banks—does not apply to acquisitions via mergers as well 
as to acquisitions via purchases of bank stock. The Board has never 
favored the absolute-prohibition apprach of section 3 (d), and there- 
fore would not favor extension of that approach into a new area even 
if such extension were called for by strictly logical application of the 
principle. 

In addition, however, it is pointed out that an acquisition via 
merger (or similar absorption) almost invariably can be consum- 
mated only if approved by the appropriate State or Federal bank 
supervisory authority, whereas it many instances this is not necessary 
with respect to purchase of bank stock. Consequently, acquisitions 
through merger can occur only if the absorption is desirable (or at 
least acceptable) from the bank supervisory viewpoint, which pro- 
vides some assurance that the absorption will be in the public interest 
as far as banking service is concerned. The Board considers this 
circumstance an additional reason for excluding such absorptions 
from the prohibitory provisions of section 3 (d) and for permitting 
such out-of-State absorptions when approved by the Board on the 
basis of the factors enumerated in section 3 (c). 

In this connection, it would seem that the general public policy 
regarding out-of-State expansion by bank holding companies, as 
embodied in section 3 (d), would constitute a relevant element of the 
“public interest’”’ within the meaning of section 3 (c), and that con- 
sequently the Board would be justified in applying more restrictive 
standards in passing upon proposed absorptions of banks located 
outside the “home State” of the bank holding company. 

For the foregoing reasons, the Board recommends that the words 
“other than a bank” in section 3 (a) (3) be deleted, but that at the 
same time section 3 (d) be amended so as not to preclude approval 
by the Board of the acquisition of bank assets by a holding company’s 
subsidiary bank in another State. 

16. Exception as to shares acquired in fiduciary capacity [sec. 3 (a) 
(A) (i)].—Under section 3 (a) (A) (i) Board approval is not required 
for the acquisition of voting shares by a bank in good faith in a 
fiduciary capacity ‘‘except where such shares are held for the benefit 
of the shoreholders of such bank.’”? The provision makes it possible 
for a subsidiary bank to acquire, without Board approval, shares in 
a fiduciary capacity where such shares are held for the benefit of the 
at of the bank’s parent company or another subsidiary 
thereol. 

Section 4.(c) (4) exempts from the divestment requirement shares 
held or acquired, in good faith in a fiduciary capacity, by a bank 
holding company, ‘‘except where such shares are held for the benefit 
of the shareholders of such bank holding company or any of its sub- 
sidiaries.”” Even though section 4 (c) (4) pertains to nonbanking 
shares and section 3 (a) (A) (i) pertains to banking shares there would 
appear to be no reason why the exceptions in these two clauses should 
not be similarly circumscribed. In order to parallel the language of 
these two clauses it is recommended that the exception in section 
3 (a) (A) (i) be changed to refer to shares held for the benefit of the 
shareholders of the bank holding company or any of its subsidiaries. 
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17. Restricting expansion to State in which principal operations are 
conducted |sec. 3 (d)|.—Section 3 (d) prohibits approval of any appli- 
cations under section 3 which will permit any bank holding company 
or its subsidiary to acquire, directly or indirectly, voting shares of, 
interest in, or all or substantially all of the assets of any additional 
bank located outside of the State in which such bank holding company 
maintains it principal office and place of business or in which it con- 
ducts its principal operations unless such acquisition is specifically 
authorized by statute in the State in which the bank the shares or 
assets of which are sought to be acquired is located. 

This section appears to offer to a bank holding company a choice as 
to the state of expansion in any case in which its principal office and 
place of business are in one State and its principal operations are 
conducted in another State. However, it would seem to be more 
consistent with the purposes of the act if expansion by the bank 
holding company were allowed only within the State in which its 

“principal operations” are conducted. While the usual practice is 
for a bank holding company to have its principal office and place of 
business in the same State in which it conducts its Se opera- 
tions, it must be recognized that a holding company may have the 
former in a State different from that in which the latter is located. 
In such circumstances, in spite of the literal interpretation which can 
be given section 3 (d), Congress appears to have intended that a 
bank holding company, like a bank, could not expand outside the 
State in which it conducts its principal operations, that is, the State in 
which the operations of its banking subsidiaries are principally con- 
ducted. 

Since a holding company may control banks in 2 or more States and 
since conceivably the total deposits of its banks in 1 State may at 
some time exceed those of its banks in its “home” State, it is further 
believed that expansion should be limited to the State in which its 
principal operations were conducted at the time of enactment of the 
amendment or at the time it becomes a bank holding company. 
This would prevent a holding company from shifting its “principal” 
operations from State to State and would seem to be in accord with 
the apparent intent of the act 

It is recommended, therefore, that section 3 (d) be amended by 
striking the words ‘in which such bank holding company maintains 
its principal office and place of business or in which it conducts its 
principal operations,’ and substituting the following language: 
in which the operations of such bank holding company’s banking subsidiaries were 
principally conducted at the date of this amendment or the date on which such 
company became a bank holding company, whichever is later. 

18. Liquidation of assets not acquired from companies in system 
[sec. 4 (ce) (1)].—Section 4 (ce) (1) now permits a holding company 
to acquire and retain shares in a company “engaged * * * in liqui- 
dating assets acquired from such bank holding company” and its 
subsidiary banks. In view of the language of other clauses of section 
4 (c) (1), it is arguable that such a company need not be engaged 
solely in the described activity, but that it could also engage in 
liquidating assets acquired from other sources. However, on the 
assumption that the present exemption applies only to a company 
solely engaged in liquidating intra-system assets, it has been suggested 
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that a holding company should be permitted to acquire and hold 
stock of a company that holds— 


for liquidating purposes stocks acquired by it in its ordinary course of business as 
well as stocks acquired from nonbanking subsidiaries, from the bank holding 
company itself, and from affiliated banks. 

The Board sees little justification for permitting a subsidiary of a 
holding company to engage in a general liquidation business. However, 
it would seem unreasonable to require divestment of shares of a 
liquidating company merely because part of its assets in liquidation 
were acquired from sources outside the holding company system. In 
order to avoid this result, but without permitting such a company 
to engage currently in a general liquidating business (which would 
seem to contravene the purposes of the act), the Board recommends 
that the clause be amended to exempt shares in any company— 
engaged solely in liquidating assets acquired from sueh bank holding company 
and such banks or acquired from any other source prior to May 9, 1956, or the 
date on which such company became a bank holding company, whichever is later. 

19. Elimination of exemption of shares owned by a bank which is 
a bank holding company |sec. 4 (c) (4)].—Section 4 (c) (4) exempts from 
the divestment requirements of section 4 “shares lawfully acquired 
and owned prior to the date of enactment of this act by a bank 
which is a bank holding company, or by any of its wholly owned 
subsidiaries.”” The provisions of section 4 represent one of the most 
clear and direct mandates of the statute in terms of effecting that 
part of the whole congressional purpose which would remove from 
bank holding companies the ability to engage in businesses unrelated 
to banking. A majority of the exemptions in section 4 (c) reflect 
recognition that certain shares in nonbanking organizations represent 
an interest in holdings or activities which are so closely related to 
the business of banking as to justify their retention by a bank holding 
company. Some of the remaining exemptions, while having no 
relation to the business of banking, were apparently considered to 
have an interest sufficiently identifiable with a public economic or 
social purpose as to warrant their inclusion. With reference to the 
exemption above quoted, however, no rational basis seems to exist 
to warrant its presence in the section. 

Section 4 (c) (2) of the act requires a bank holding company not 
a bank to divest itself of stock in nonbanking interests held by it be- 
fore enactment of the act. However, section 4 (c) (4) permits a bank 
which is a bank holding company to retain shares acquired prior to 
the passage of this act. Thus, there has been granted a favored posi- 
tion, with no apparent justification, to a bank holding company which 
is a bank, and denied, with ample justification, to a bank holding 
company which is not a bank. The potential dangers that gave rise 
to a denial of this exemption as to shares held by a holding company 
that is not a bank are present equally where the shares are held by a 
holding company that is a bank. 

For the foregoing reasons, it is recommended that this exemption 
be repealed, but with an appropriate provision allowing a holding 
company 2 years (or such longer period as the Board may permit up 
to 5 years) within which to dispose of shares now falling within the 
exeniption. 
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20. Limitation relating to value of holding company’s assets {sec. 
4 (c) (5)|—The law exempts from the divestment requirements of 
section 4 the ownership by a holding company of up to 5 percent of 
the voting securities of any nonbanking corporation provided they 
do not have a value greater than 5 percent of the value of the total 
assets of the holding company. Similarly, the law exempts ownership 
of the shares of an investment company if the securities owned by the 
investment company do not include more than 5 percent of the out- 
standing voting securities of any company and do not include any 
any single asset having a value greater than 5 percent of the value of 
the holding company’s total assets. The limitations in these provi- 
sions with respect to 5 percent of outstanding shares or voting secur- 
ities are presumably designed to permit diversification of investments 
which do not result in control of a nonbanking organization. It is 
recognized that the additional limitations with respect to 5 percent of 
the value of the holding company’s total assets may be sound in 
principle as providing an additional safeguard. However, experience 
has shown that, as a practical matter, the first 5 percent limitation 
referred to above constitutes an adequate safeguard and that the in- 
clusion of the second limitation related to assets has imposed upon 
both bank holding companies and the Board an unwarranted account- 
ing burden. It is recommended, therefore, that the limitation based 
upon 5 percent of the value of the holding company’s total assets be 
eliminated in both of the places in which it occurs in paragraph (5) 
of section 4 (c). 

21. Exemption of labor, agricultural, or horticultural organizations 
[sec. 4 (c) (7)].—Section 4 (c) (7) exempts labor, agricultural, or horti- 
cultural organizations which are bank holding companies from the 
requirement that they divest themselves of any interest in businesses 
other than that of banking. A decision as to whether particular 
organizations should be exempted from any provisions of the act is, 
of course, a public policy decision to be made by the Congress. How- 
ever, the Board would urge consideration of the fact that the exemp- 
tion from corporate taxation of such “special” organizations and their 
exemption from the divestment requirements of the Bank Holding 
Company Act appear to bear no relation, one to the other, which would 
compel or justify the latter exemption. The fact that such organiza- 
tions are functioning presumably in the interest, among others, of 
the public welfare, and are assisted in this regard by certain tax bene- 
fits, does not preclude the possibility that they might subordinate the 
interests of banks they control to the end that their nonbanking or- 
ganizations might be maintained or expanded. 

The Board, therefore, recommends that subsection (7) be deleted 
from section 4 (c) of the act, with a provision, however, allowing any 
holding companies which may fall within this exemption to retain 
shares of nonbanking organizations for a period of 2 years (or such 
longer period as the Board might permit up to 5 years) after deletion 
of the exemption. 

22. Clarification of exemptions from divestment requirements [sec. 
4 (c)].—-In several respects the language of subsection (c) of section 
4, setting forth various exemptions from the divestment require- 
ments of section 4, is inconsistent, ambiguous, or obsolete. Clarifi- 
cation of these provisions, without any major change of substance, 
would make them more easily understood and facilitate administration. 
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A. While the prohibitions of section 4 (a) relate to the acquisition 
and retention of direct or indirect ownership or control of voting 
shares of nonbanking companies, the exceptions stated in subsection 
(c) relate, without uniformity, to shares “owned or acquired”’ (par. 
(1)), shares ‘‘acquired”’ (pars. (2) and (3)), shares “‘held or acquired’’ 
(pars. (4), (5), and (8)), “ownership” of shares (par. (5)), and, in 
one instance, merely to “shares” (par. (6)). Since the prohibitions 
are in terms of acquisition or retention of shares, it would seem 
sufficient and more uniform if all of the exceptions began merely 
with a reference to “shares” of the kinds variously described therein, 
except where the exception depends upon the manner in which the 
shares were acquired or are held (as in a fiduciary capacity) and 
except as to exception (7) which relates, not to the exemption of a 
particular type of shares, but to the exemption of certain categories 
of bank holding companies. Exception (7) should be set forth in a 
separate subsection. 

B. Although the prohibitions of section 4 (a) apply to indirect as 
well as direct ownership or control of nonbanking shares and thus 
apply to acquisition or retention of such shares by a subsidiary of a 
bank holding company, some of the exceptions are in terms of acquisi- 
tion or holding of shares only by the bank holding company itself. 
Yet, it is obvious that the exceptions should be construed as being of a 
scope equal to that of the prohibitions; and the Board has, therefore, 
construed exceptions (1) and (5) as being applicable where the de- 
scribed shares were owned by a subsidiary rather than directly by the 
bank holding company even though those exceptions literally refer 
only to shares held by the bank holding company. This point would 
be clarified merely by omitting the words “by a bank holding com- 
pany” in the opening parts of such exceptions. 

C. Some of the exceptions relate to shares of a company “engaged” 
in a certain kind of business, possibly implying that the company 
must already be engaged in that business a that the exception would 
not be applicable to shares of a company, either dormant or not yet 
organized, that is expected to engage in such business. ‘To avoid such 
an unreasonable construction, it should be made clear that the 
exceptions apply to shares of a company “engaged or to be engaged” 
in the described kind of business. 

D. Exception (1) applies to shares of four types of companies, 
each of which presumably must be engaged solely in a certain type of 
business, although grammatically this requirement is not entirel 
clear. It should be made clear that the word “solely” applies in all 
such cases. Moreover, the 4 types of companies are described in the 
disjunctive so that a single company engaged in 2 or more of the types 

of Ueaintien described and doing no other business might not literally 
a regarded as falling within the exemption, although it seems clear 
that such a company should fall within the exemption; and the 
language should be changed to make this clear. 

E. Exception (1) refers to a company holding properties used by 
a banking subsidiary of a bank holding company “‘in its operations.” 
Grammatically this phrase might be considered as referring to the 
operations of the holding company. It seems clear, however, that it 
was intended to relate to the operations of the banking subsidiary, 
and the phrase should be modified accordingly. 
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F. Exceptions (2) and (3) refer to the disposition of certain shares 
within 2 years ‘‘from the date of enactment of this act.’’ Since that 
period expires May 9, 1958, the quoted phrase becomes obsolete on 
that date and should be omitted in the interest of simplification. 

G. The second part of exception (5) refers to ownership of ‘shares, 
securities, or obligations.’”’ Since the prohibitions relate only to vot- 
ing shares, the references to securities and obligations are meaningless 
and unnecessary. Similarly, it would be desirable to change the 
words ‘‘voting securities” to “voting shares’? where they appear in 
both the first and second parts of exception (5). 

H. Certain of the paragraphs of subsection (c) include several dis- 
tinct exceptions, in some cases unrelated. The statute would be more 
easily understood if each distinct exception were set forth in a sepa- 
rately numbered paragraph. 

All of the clarifying changes in section 4 (¢) would be accomplished 
by the proposed amendments in section 19 of the attached draft of a 
bill (exhibit A) to carry out the Board’s recommendations. 

23. Loans, discounts, etc., by subsidiary banks [sec. 6].—Section 6 of 
the Bank Holding Company Act and section 23A of the Federal Re- 
serve Act are similar, but there are significant differences between 
the two. Section 23A applies only to member banks of the Federal 
Reserve System, but includes affiliations involving only one bank. 
Section 6 applies to banks that are subsidiaries of a bank holding 
company as defined in the Bank Holding Company Act, regardless of 
whether or not members of the Federal Reserve System, but it ex- 
cludes (due to the definition of bank holding company) one-bank 
situations. Section 234A, in effect, limits credit from a member bank 
to an affiliate to 10 percent of the bank’s capital and surplus for any 
1 affiliate and 20 percent for all affiliates. It also requires credits 
within these limits to be secured in a specified manner. On the other 
hand, section 6 flatly forbids credits from any bank to its holding 
company or fellow subsidiary. Both sections contain exceptions. 

Experience has shown that, while section 6 has certain good features, 
it is unnecessarily severe in placing an absolute prohibition on certain 
transactions, especially between two banks, and that it would be 
desirable to incorporate the best features of both section 6 and seetion 
23A in a single provision. If the Congress should for any reason be 
unwilling to make such changes, the Board believes certain amend- 
ments should at least be made in section 6. 

A. Accordingly, the Board recommends that section 6 of the Bank 
Holding Company Act be repealed and that section 23A of the Federal 
Reserve Act be amended in the following respects: 

1. Make it clear that all purchases under repurchase agreements, 
and not merely those involving securities, are subject to section 23A. 

2. Make the discounting of promissory notes, bills of exchange or 
similar paper, whether with or without recourse, subject to section 
23A, in the same manner as the Board has construed them to be subject 
to section 6; but exempt such acquisitions by one bank from another 
bank, without recourse, since-this is a desirable method of adjusting 
bank portfolios to changes in deposits and loan demand, and both 
buyer and seller would be under supervision and examination by bank 
supervisory authorities. 

3. Include in section 23A the exemption now contained in section 6 
with respect to non-interest-bearing deposits to the credit of a bank 
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and the giving of immediate credit to a bank upon uncollected items 
received in the ordinary course of business. 

4. Include in section 23A exemptions with respect to stock, bonds, 
debentures, and other obligations (1) of companies described in 
section 4 (c) (1) of the Bank Holding Company Act, and (2) accepted 
as security for debts previously contracted. These exemptions are 
now contained in section 6 of the Bank Holding Company Act. 

5. Exempt from the provisions of section 23A A of the kinds and 
amounts eligible for investment by national banks under section 5136 
of the Revised Statutes. 

6. Make the limitations of section 23A as proposed to be amended 
above, applicable not merely to dealings with “affiliates” and “holding 
company affiliates’ as presently defined, but also to dealings with 
any bank holding company or fellow subsidiary as defined in the Bank 
Holding Company Act. 

7. Make the provisions of section 23A, amended as proposed above, 
applicable not only to member banks but also to insured nonmember 
banks. (As to this proposal, the Federal Deposit Insurance Corpora- 
tion should of course be consulted.) 

Language to effectuate the above proposals is contained in section 
21 of the attached draft of a bill (exhibit A) to carry out the Board’s 
recommendations. 

B. If the Congress should be unwilling to adopt the amendments 
recommended atove, it is recommended that section 6 be amended at 
least to cover the following points: 

1. Make it explicit in section 6 that the term ‘discount’ covers 
nonrecourse acquisitions of paper, as the Board has interpreted thie 
present section to do; but for the reasons indicated above, exempt 
such nonrecourse acquisitions from another bank from the prohibitions 
of the section. 

2. Exempt loans covered by direct obligations of the United States, 
since these involve no appreciable risk. They are now exempted 
from section 23A. 

3. Exempt investment in shares of the kinds and amounts eligible 
for investment by national banks under section 5136 of the Revised 
Statutes. 

24. Extraterritorial effect—Laws are presumed not to apply outside 
the country that enacts them unless the statute clearly indicates to 
the contrary. However, activities in one country are subject to the 
laws of a second country to the extent that the activities take effect 
in the second country. 

Under the Bank Holding Company Act it is sometimes difficult to 
know which of these principles is more applicable in a given situation. 
For example, is a company organized under the laws of a foreign 
country excluded from the definition of “bank holding company”’ in 
section 2 (a)? If covered by the act, does such a foreign bank holding 
company need to divest itself, under section 4, of stock in foreign 
nonbanking subsidiaries? Is a United States bank controlled by a 
foreign bank holding company subject to section 6 of the act in dealing 
with the holding company or foreign subsidiaries? 

In order to clarify such questions and take account of different 
conditions outside the United States, it is desirable that the act 
indicated more clearly the extent to which such extraterritorial con- 
siderations are or are not intended to affect the operation of the act. 
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This might be done by adding at the end of section 2 a new subsection 
as follows: 

(3) The application of this Act, including the application of section 6 to 
transactions by a bank as defined in section 2 (¢), shall not be affected by the fact 
that a particular transaction takes place wholly or partly outside the United 
States or the fact that a particular company is organized or operates outside the 
United States; Provided, however, That the prohibitions of section 4 of this Act 
shall not apply to shares of any company which is organized under the laws of a 
foreign country and does not do any business within the United States, provided 
such shares are held or acquired by a bank holding company which is principally 
engaged in the banking business outside the United States. 

25. Repeal of holding company affiliate provisiens.—There are a 
number of provisions of existing law, enacted in the Banking Act 
of 1933, which relate to “holding company affiliates,” a term defined 
by that act primarily as a company owning more than 50 percent of 
the stock of any member bank. This definition is to be distinguished 
from that of a “bank holding company” under the Bank Holding 
Company Act which in general covers any company owning 25 percent 
or more of the stock of each of 2 or more banks, whether or not they 
are members of the Federal Reserve System. 

When the Bank Holding Company Act was under consideration in 
Congress, proposals were made for the repeal of existing provisions 
regarding holding company affiliates; and the bill (H. R. 6227) that 
passed the House in 1955 would have provided for their repeal. They 
were not, however, changed by the act as finally passed. The Board 
had recommended that this matter not be included in the bill on the 
ground that the holding company affiliate provisions were directed 
primarily at maintaining the soundness of member banks in holding 
company groups and therefore were beyond the scope of the objectives 
of bank holding company legislation. At the same time the Board 
indicated that it might be desirable eventually to modify the holding 
company affiliate provisions. 

The Board now believes that it would be desirable to repeal or 
appropriately modify these provisions. Their effectiveness has always 
been open to question and it is doubtful whether, in view of enact- 
ment of the Bank Holding Company Act, they are now sufficiently 
useful to justify their retention. Their elimination would remove the 
confusion that results from the existence of two sets of laws which 
relate to the same general subject but which are based on different 
definitions of what constitutes a holding company. 

A. Among the principal provisions involved are those contained in 
section 5144 of the Revised Statutes and in the 22d paragraph of 
section 9 of the Federal Reserve Act. In general, these provisions re- 
quire a holding company affiliate of any national bank or State mem- 
ber bank to obtain a voting permit from the Board before it may vote 
its stock in such a bank; and, as a condition to obtaining such a per- 
mit, a holding company affiliate must agree to submit to examination, 
to maintain a prescribed reserve, and to declare dividends only out of 
net earnings. The value of these provisions has been limited by the 
fact that they apply only if such a company finds it necessary to vote 
stock owned by it in a member bank. Since the Bank Holding Com- 
pany Act now makes it necessary for any bank holding company to 
obtain the Board’s prior approval before acquiring the stock of any 
bank (whether member or nonmember) and since, in granting that 
approval, the Board must consider the financial condition and manage- 
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ment of the holding company, it is believed that the voting permit 
procedure prescribed by section 5144 of the Revised Statutes serves 
no substantial purpose and could appropriately be repealed. 

B. If the voting permit provisions of section 5144 (and the cor- 
responding provisions of section 9 of the Federal Reserve Act) are 
repealed as above suggested, it is believed that the definition of the 
term “holding company affiliate’ now contained in section 2 (c) of the 
Banking Act of 1933 should also be repealed. The various other pro- 
visions of present law that refer to holding company affiliates should 
then be eliminated or modified, in the light of the Bank Holding Com- 
pany Act, as hereafter indicated. At the same time, for reasons 

ereafter indicated, the definition of the term “‘affiliate’’ in section 
2 (b) of the Banking Act of 1933 should be amended to include within 
that definition companies which now fall within the definition of a 
“holding company affiliate.’ 

C. Section 9 of the Federal Reserve Act and section 5211 of the 
Revised Statutes contain provisions requiring State member banks 
and national banks to submit reports of their affiliates and specifically 
provide that for this purpose the term “affiliate’’ shall include holding 
company affiliates. These references to holding company affiliates 
should be eliminated if the recommendations in B above are adopted. 
The effect would be that member banks would continue to be required 
to obtain reports from companies that are holding company affiliates 
under present law. It may be noted that in a number of instances 
companies controlling only one member bank have been exempted 
from the definition of “holding company affiliate” as a result of 
determinations by the Board under section 301 of the Banking Act 
of 1935, and that, with the repeal of the holding company affiliate 
provisions of existing law, these companies would become subject to 
the reporting requirements of section 9 and section 5211. However, 
it is possible under other provisions of present law for the Board and 
the Compieciive of the Currency to waive reports of affiliates when 
considered unnecessary. 

D. Section 9 of the Federal Reserve Act and section 21 of that 
act at present provide for the examination of “affiliates’’ of State 
member banks and national banks. Unlike the provisions regarding 
reports of affiliates, the provisions with respect to examinations do not 
specifically cover “holding company affiliates.” It is believed that 
they should be covered. If the recommendations set forth in para- 
graph B above should be adopted, so that all present holding company 
affiliates would be driahdaeiedk ‘‘affiliates,’”’ the law would then contain 
authority to examine any company that controls a member bank. 
Again, however, this authority would be tempered by provisions of 

resent law authorizing the waiver of such examinations by the 
oard and the Comptroller of the Currency. 

E. Section 23A of the Federal Reserve Act places certain restrictions 
upon loans by member banks of the Federal Reserve System to their 
“affiliates” and provides that the term “affiliate’’ shall include 
holding company affiliates. If, as recommended in B above, the 
definition of “holding company affiliate’ should be eliminated, the 
reference in section 23A to holding company affiliates should also be 
eliminated. 

F. Under the 16th paragraph of section 4 of the Federal Reserve 
Act, if 2 or more member tank in the same Federal Reserve district 
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are affiliated with the same holding company affiliate, only I of such 
member banks may participate in the election of Federal Reserve 
bank directors. If the definition of the term “holding company 
affiliate’’ is repealed, this provision should be modified so as to permit 
only one subsidiary bank of a bank holding company in a particular 
Federal Reserve district, as designated by the holding company, to 
participate in elections of directors of the Federal Reserve bank of 
that district. 

G. Section 601 of the Internal Revenue Code allows “holding 
company affiliates’? a deduction for tax purposes in the amount of 
earnings and profits set aside in order to comply with the requirement 
of section 5144 of the Revised Statutes that a holding company 
affiliate obtaining a voting permit must establish and maintain a 
reserve of readily marketable assets. However, if the voting permit 
provisions of section 5144 are repealed, as heretofore suggested, the 
provisions of section 601 of the Internal Revenue Code would have 
no meaning and should also be repealed. (The tax status of reserves 
released by the repeal of this provision is a matter which might need 
to be considered by the Internal Revenue Service.) 

H. Section 3 (c) (4) of the Investment Company Act of 1940 
exempts from the provisions of that act any holding company affiliate 
having a general voting permit from the Board. This provision would 
have no applicability if the voting permit provisions of section 5144 
are auak as heretofore suggested. Moreover, there would appear 
to be no reason for according to bank holding companies under the 
Bank Holding Company Act any exemption from the Investment 
Company Act of 1940, since the purposes and restrictions of the two 
acts are of an entirely different nature. Consequently, the provision 
of the Investment Company Act here referred to should be repealed. 

I. Section 202 (a) (11) of the Investment Advisers Act of 1940 
exempts from the definition of an “investment adviser” any company 
which is a holding company affiliate under the Banking Act of 1933 
and which is not an investment company. ‘There would appear to be 
no objection to making this exemption applicable to a bank holding 
company which is not an investment company; and, accordingly, this 
section of the Investment Advisers Act should be modified to substi- 
tute a reference to bank holding companies for the present reference 
to holding company affiliates. 

All of the recommendations here made for repeal or modification 
of existing “holding company affiliate’ provisions would be effectuated 
by the amendments to existing law proposed in section 22 of the 
attached draft of a bill (exhibit A) to carry out the recommendations 
contained in this report. 
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Exuisit A 


Drart or Britt INCORPORATING RECOMMENDATIONS FOR CHANGES IN THE BANK 
Houtpina Company Act or 1956 Mapre To CoNGRESS BY THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SysTEM IN ITs Report or May 7, 
1958 


(The amendments which would be made by the following draft of bill are keyed by bracketed numbers to 
the corresponding recommendations in the Board’s report. It should be noted that the bill covers only 
the preferred changes recommended by the Board; it does not cover changes mentioned in the Report 
as possible alternatives to certain of the Board’s recommendations] 


A BILL To amend the Bank Holding Company Act of 1956, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the “Bank Holding 
Company Act Amendments of 1958’. 

Sec. 2. As used in this Act, unless otherwise indicated, references to ‘‘the Act’’ 
are to the Bank Holding Company Act of 1956, as approved May 9, 1956 (70 
Stat. 133). 

1Sxrc. 3. The first sentence of subsection (a) of section 2 of the Act is amended 
by striking the words “each of two or more banks’’ wherever they occur and 
substituting in lieu thereof the words ‘‘any bank’’. 

2 Sec. 4. (a) The first sentence of subsection (a) of section 2 of the Act is 
amended by inserting after the word “held” in clause (3) of such sentence the 
words “or controlled directly or indirectly’’.“4 

(b) Subsection (d) of section 2 of the Act is amended by inserting after the 
word “held” in clause (3) of such subsection the words “‘or controlled directly or 
indirectly’. 

Sec. 5. (a) The first sentence of subsection (a) of section 2 of the Act is 
amended by inserting after the semicolon at the end of clause (3) the following 
language: * “or (4) for the benefit of whose employees (whether exclusively or not) 
25 per centum or more of the voting shares of any bank or a bank holding com- 
pany is held or controlled directly or indirectly by trustees under an employee- 
benefit plan;’’."! 

(b) Subsection (d) of section 2 of the Act is amended by changing the period at 
the end thereof to a semicolon and adding thereafter the following language: ‘‘or 
(4) any bank 25 per centum or more of whose voting shares are held or controlled 
directly or indirectly by trustees under an employee-benefit plan for the benefit of 
the employees (whether exclusively or not) of such bank holding company.” "! 

Src. 6. The second sentence of subsection (a) of section 2 of the Act is amended 
by changing clause (A) in that sentence to read “(A) no bank and no company 
owning or controlling voting shares of a bank shall be a holding company by 
virtue of such bank’s ownership or control of shares in a fiduciary capacity, 
except where such shares are held for the benefit of the shareholders of such bank 
or such company,’’.!6 

Sxc. 7. The second sentence of subsection (a) of section 2 of the Act is amended 
by striking the words “(B) no company shall be a bank holding company which 
is registered under the Investment Company Act of 1940, and was so registered 
prior to May 15, 1955 (or which is affiliated with = such company in such 
manner as to constitute an affiliated company within the meaning of such Act), 
unless such company (or such affiliated company), as the case may be, directly 
owns 25 per centum or more of the voting shares of each of two or more banks,” 
and by changing “‘(C)” and “‘(D)”’ to read “(B)” and ‘‘and (C)”, respectively. 


1 This amendment is premised on the adoption of a one-bank definition as proposed in the Board’s Ree- 
ommendation No.1. If that recommendation is not adopted, appropriate changes should be made in the 
language of the first sentence of sec. 2 (a) of the Act in accordance with Recommendation No. 5. 

2 The amendments proposed by this section would be unnecessary if the second part of the amendment 
proposed hy section 12 of this draft should be enacted. 

3 This language should be changed to conform to that suggested in Recommendation No. 5, if section 3 of 
this draft is not enacted. ~ 
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Sec. 8. (a) The second sentence of subsection (a) of section 2 of the Act is 
amended by striking the words ‘‘, and (E) no company shall be a bank holding 
company if at least 80 per centum of its total assets are composed of holdings in 
the field of agriculture’’. 4) 

(b) Subsection (g) of section 2 of the Act is repealed. '4! 

Src. 9. Subsection (b) of section 2 of the Act is amended by striking the words 
“or (2) any corporation or community chest, fund, or foundation, organized and 
operated exclusively for religious, charitable, or educational purposes, no part of 
the net earnings of which inures to the benefit of anv private shareholder or indi- 
vidual, and no substantial part of the activities of which is carrying on propaganda, 
or otherwise attempting to influence legislation,’ and by changing ‘‘(3)” to read 
é 2)?” (9A) 

nc 10. (a) Subsection (c) of section 2 of the Act is amended by inserting 
before bo words “‘section 25 (a) of the Federal Reserve Act” the words ‘“‘section 
25 or’’, {10 

(b) Subsection (c) of section 2 of the Act is further amended by striking the 
second sentence of such subsection. !4] 

Sec. 11. Subsection (d) of section 2 of the Act is amended by inserting in clause 
(1) before the words ‘‘owned or controlled by such bank holding company” the 
words ‘‘directly or indirectly’’; and by inserting before the semicolon at the end 
of clause (1) of such subsection the words, ‘‘, or is held by it with power to vote’’. [12] 

Sec. 12. Section 2 of the Act is amended by adding at the end thereof the 
following new subsection: 

‘‘(¢) For the purposes of this Act— 

(1) shares owned or controlled by any subsidiary of a bank holding company 
shall be deemed to be indirectly owned or controlled by such bank holding 
company; #4) and 

4 (2) shares held or controlled directly or indirectly by trustees for the 
benefit of the shareholders or members of a company or any of its subsidiaries 
shall be deemed to be controlled by such company.”’ (28) 

Sec. 13. Section 2 of the Act is further amended by adding at the end thereof 
the following new subsection: 

“‘(h) The application of this Act or of section 23A of the Federal Reserve Act, 
as amended,’ shall not be affected by the fact that a particular transaction takes 
place wholly or partly outside the United States or the fact that a particular 
company is organized or operates outside the United States; Provided, however, 
That the prohibitions of section 4 of this Act shall not apply to shares of any 
company which is organized under the laws of a foreign country and does not do 
any business within the United States, provided such shares are held or acquired 
by a bank holding company which is principally engaged in the banking business 
outside the United States.”’ 4) 

Sec. 14. The first sentence of subsection (a) of section 3 of the Act is amended 
by inserting at the end of clause (1) before the semicolon the soma ‘(except 
by termination of an exemption provided in section 2 of this Act)’’.(4 

Src. 15. The first sentence of subsection (a) of section 3 of the Act is further 
amended by adding at the end of clause (2) before the semicolon the following: 
“or for any action to be taken which results in a bank becoming a subsidiary of 
a bank holding company’’.!"4] 

Src. 16. (a) The first sentence of subsection (a) of section 3 of the Act is further 
amended by striking from clause (3) of such sentence the following: ‘‘, other than 
a bank,’’. 5 

(b) Subsection (d) of section 3 of the Act is amended by changing the period 
at the end thereof to a colon and adding the following: ‘‘Provided, however, That 
the prohibition of this subsection shall not apply with respect to an application 
for approval of a transaction involving the acquisition by a bank of all or substan- 
tially all of the assets of another bank.” !5) 

Src. 17. The second sentence of subsection (a) of section 3 of the Act is amended 
by striking the words “such bank” at the end of clause (i) and ineegtite in lieu 
thereof the words ‘‘a bank holding company or any of its subsidiaries’’ . ("6 

Sec. 18. Subsection (d) of section 3 of the Act is amended by striking the words 
“in which such bank holding company maintains its principal office and place of 
business or in which it conducts its principal operations” and inserting in lieu 





4 If this paragraph (2) is enacted, clause (3) of the first sentence of section 2 (a) of the Act could be omitted, 
and the amendment suggested in Recommendation No. 4 would become unnecessary. 

5 If the Board’s recommendation for repeal of section 6 of the Act and amendment of section 23A of the 
Federal Reserve Act [No. 23] is not adopted, the language ‘‘or of section 23A of the Federal Reserve Act, as 
amended,” should be changed to read: ‘‘including the application of section 6 of this Act to transactions 
by a bank as defined in section 2 (c).”” 
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thereof the words ‘‘in which the operations of such bank holding company’s bank- 
ing subsidiaries were principally conducted at the date of enactment of the Bank 
Holding Company Act Amendments of 1958 or the date on which such company 
became a bank holding company, whichever is later’ .“7!) 

Sec. 19. Subsection (c) of section 4 of the Act is amended to read as follows: ® 

‘“‘(¢) The prohibitions in this section shall not, with respect to any bank holding 
company, apply to— 

‘**(1) shares of any company engaged or to be engaged solely in one or more 
of the following activities: 

(A) holding or operating properties used wholly or substantially by any 
banking subsidiary of such bank holding company in the operations of such 
banking subsidiary or acquired for such future use; or (B) conducting a safe 
deposit business; or (C) furnishing services to or performing services for 
such bank holding company or its banking subsidiaries; or (D) liquidating 
assets acquired from such bank holding company or its banking subsidiaries 
or acquired from any other source prior to May 9, 1956, or the date on which 
such company became a bank holding company, whichever is later; 8 ==4 22) 

‘“‘(2) shares acquired by a bank in satisfaction of a debt previously con- 
tracted in good faith, but such bank shall dispose of such shares within a 
period of two years from the date on which they were acquired; !) 

(3) shares acquired by such bank holding company from any of its sub- 
sidiaries which subsidiary has been requested to dispose of such shares by any 
Federal or State authority having statutory power to examine such subsid- 
iary, but such bank holding company shall dispose of such shares within a 
period of two years from the date on which they were acquired; ') 

(4) shares held or acquired by a bank in good faith in a fiduciary capacity, 
except where such shares are held for the benefit of the shareholders of such 
bank holding company or any of its subsidiaries; !2) 

(5) shares which are of the kinds and amounts eligible for investment by 
national banking associations under the provisions of section 5136 of the 
Revised Statutes; !?! 

‘‘(6) shares of any company which do not include more than 5 per centum 
of the outstanding voting shares of such company; !@ «nd 22) 

‘“‘(7) shares of an investment company which is not a bank holding com- 
pany and which is not engaged in any business other than investing in securi- 
ties, which securities do not include more than 5 per centum of the outstand- 
ing voting shares of any company; and 22) 

““(8) shares of any company all the activities of which are or are to be of 
a financial, fiduciary, or insurance nature and which the Board after due notice 
and hearing, and on the basis of the record made at such hearing, by order 
has determined to be so closely related to the business of banking or of manag- 
ing or controlling banks as to be a proper incident thereto and as to make it 
unnecessary for the prohibitions of this section to apply in order to carry out 
the purposes of this Act; @! or 

“‘(9) shares of any company which is or is to be organized under the laws 
of a foreign country and which is or is to be engaged principally in the bank- 
ing business outside the United States’. '22! 

7 Sec. 20. Section 4 of the act is amended by adding at the end thereof the 
following new subsection: 

“(q) With respect to shares which were not subject to the prohibitions of this 
section as originally enacted by reason of any exemption with respect thereto but 
which were made subject to such prohibitions by the subsequent repeal of such 
exemption, no bank holding company shall retain direct or indirect ownership or 
control of such shares after 2 years from the date of the repeal of such exemption, 
except that the Board is authorized upon application by such bank holding com- 
pany to extend such period of 2 years from time ot time as to such holding com- 
pany for not more than | year at a time if, in its judgment, such an extension 
would not be detrimental to the public interest, but no such extensions shall ex- 
tend beyond a date 5 years after the date of repeal of such exemption.”’ {19 2d 21) 





¢ This amendment contemplates the repeal of that part of present paragraph (4) of section 4 (c) which 
reads ‘‘or to shares lawfully acquired and owned prior to the date of enactment of this Act by a bank which 
is a bank holding company, or by any of its wholly owned subsidiaries”, as proposed in Recommendation 
No. 19. It also contemplates the repeal of paragraph (7) of section 4 (c) as proposed in Recommendation 
No. 21. If these recommendations are not adopted the revision of section 4 (c) here indicated would need 
to Prnis amend Sass nly if the Board’s proposals for the ilim certain prese 

s amendment is necessary only "s pro ination of mt 

tions should be adopted (such as Recommendations 7, 8, 9, 19, and 21). ocd 








32 BANK HOLDING COMPANY ACT 


Sec. 21. (a) Section 6 of the Bank Holding Company Act of 1956 is hereby 
repealed. [2341 

(b) Section 23A of the Federal Reserve Act, as amended (12 U. 8. C. 371c), 
is amended by adding at the end thereof the following new paragraphs: 

“For the purposes of this section, (1) the terms ‘extension of credit’ and ‘ex- 
tensions of credit’ shall be deemed to include (A) any purchase of securities, 
other assets or obligations under repurchase agreement, and (B) the discount of 
promissory notes, bills of exchange, conditional sales contracts, or similar paper, 
whether with or without recourse, except that the acquisition of such paper by 
a member bank from another bank, without recourse, shall not be deemed to be 
a ‘discount’ by such member bank for such other bank; and (2) non-interest- 
bearing deposits to the credit of a bank shall not be deemed to be a loan or ad- 
vance or extension of credit to the bank of deposit, nor shall the giving of imme- 
diate credit to a bank upon uncollected items received in the ordinary course of 
business be deemed to be a loan or extension of credit to the depositing bank. (234! 

“For the purposes of this section, the term ‘affiliate’ shall include, with respect 
to any member bank, any bank holding company of which such member bank ‘is 
a subsidiary within the meaning of the Bank Holding Company Act of 1956, as 
amended, and any other subsidiary of such company.!34] 

“The provisions of this section shall not apply to (1) stock, bonds, debentures 
or other obligations of any company of the kinds described in section 4 (c) (1) of 
the Bank Holding Company Act of 1956, as amended; (2) stock, bonds, debentures 
or other obligations accepted as security for debts previously contracted, pro- 
vided that such collateral shall not be held for a period of over two years; or (3) 
shares which are of the kinds and amounts eligible for investment by national 
banks under the provisions of section 5136 of the Revised Statutes.’’ 234! 

(c) Section 18 of the Federal Deposit Insurance Act, as amended (12 U.S. C. 
1828), is further amended by adding at the end thereof the following new sub- 
section: 

(i) The provisions of section 23A of the Federal Reserve Act, as amended, re- 
lating to loans and other dealings between member banks and their affiliates, shall 
be applicable to every nonmember insured bank in the same manner and to the 
same extent as if such nonmember insured bank were a member bank; and for 
this purpose any company which would be an affiliate of a nonmember insured 
bank, within the meaning of section 2 of the Banking Act of 1933, as amended, 
and for the purposes of section 23A of the Federal Reserve Act, if such bank were 
a member bank shall be deemed to be an affiliate of such nonmember insured 
bank,’’ 2341 

Sec. 22. (a) Subsection (b) of section 2 of the Banking Act of 1933, as amended 
(12 U.S. C. 221a), is further amended by adding at the end thereof a new paragraph 
to read as follows: 

‘“(4) Which owns or controls, directly or indirectly, either a majority of the 
shares of capital stock of a member bank or more than 50 per centum of the 
number of shares voted for the election of directors of a member bank at the pre- 
ceding election, or controls in any manner the election of a majority of the directors 
of a member bank, or for the benefit of whose shareholders or members all or 
substantially all the capital stock of a member bank is held by trustees,’’ (58! 

(b) Subsection (c) of section 2 of the Banking Act of 1933, as amended (12 
U. 8. C. 221a), is repealed. 581 

(c) Section 5144 of the Revised Statutes, as amended (12 U. 8. C. 61), 
is amended to read as follows: [254] 

“Seo. 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as 
many votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many candidates 
as he shall think fit; and in deciding all other questions at meetings of share- 
holders, each shareholder shall be entitled to one vote on each share of stock held 
by him; except that (1) this shall not be construed as limiting the voting rights of 
holders of preferred stock under the terms and provisions of articles of association, 
or amendments thereto, adopted pursuant to the provisions of section 302 (a) 
of the Emergency Banking and Bank Conservation Act, approved March 9, 1933, 
as amended; (2) in the election of directors, shares of its own stock held by a 
national bank as sole trustee, whether registered in its own name as such trustee 
or in the name of its nominee, shall not be voted by the registered owner unless 
under the terms of the trust the manner in which such share shall be voted may 
be determined by a donor or beneficiary of the trust and unless such donor or 
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beneficiary actually directs how such shares shall be voted; and (3) shares of its 
own stock held by a national bank and one or more persons as trustees may be 
voted by such other person or persons, as trustees, in the same manner as if he 
or they were the sole trustee. Shareholders may vote by proxies duly authorized 
in writing; but no officer, clerk, teller, or bookkeeper of such bank shall act as 
proxy; and no shareholder whose liability is past due and unpaid shall be allowed 
to vote. Whenever shares of stock cannot = voted by reason of being held by 
the bank as sole trustee, such shares shall be excluded in determining whether 
po voted upon by the shareholders were adopted by the requisite percentage 
of shares.” 

(d) The second paragraph of section 5211 of the Revised Statutes (12 U. 8. C. 
161) is amended by striking out the second sentence of such paragraph.?5°) 

(e) The last sentence of the sixteenth paragraph of section 4 of the Federal 
Reserve Act, as amended (12 U. 8. C. 304), is amended by striking out all of 
the language therein which follows the colon and by inserting in lieu thereof the 
following: ‘Provided, That whenever any member banks within the same Federal 
Reserve district are subsidiaries of the same bank holding company within the 
meaning of the Bank Holding Company Act of 1956, participation in any such 
nomination or election by such member banks, including such bank holding 
company if it is also a member bank, shall be confined to one of such banks, which 
may be designated for the purpose by such holding company.” ?5¥! 

(f) The nineteenth paragraph of section 9 of the Federal Reserve Act (12 
U.S. C. 334) is amended by striking out the last sentence of such paragraph. Cl 

(g) The twenty-second paragraph of section 9 of the Federal Reserve Act 
(12 U. S. C. 337) is repealed. 254 

(h) The third paragraph of section 23A of the Federal Reserve Act (12 U. 8. C. 
371c) is amended by striking out that part of the first sentence that reads “‘For 
the purpose of this section, the term ‘affiliate’ shall include holding company 
affiliates as well as other affiliates, and”; and by changing the word “the” following 
such language to read ‘““The’’.@5EI 

(i) Paragraph (4) of section 3 (c) of the Investment Company Act of 1940 
(15 U.S. C 80a-3) is repealed. 254) 

(j) Paragraph (11) of section 202 (a) of the Investment Advisers Act of 1940 
(15 U. S. C. 80b-2) is amended by striking out the words ‘‘or any holding company 
affiliate, as defined in the Banking Act of 1933’’ and substituting therefor the 
words “or any bank holding company as defined in the Bank Holding Company 
Act of 1956,’’. (251) 

(k) Section 601 of the Internal Revenue Code of 1954 (26 U. 8S. C. 601) is 
hereby repealed. 256] 

Exuisit B 


Drart SHowine TexTvuAL CHANGES Wuicnh WovuLp BE MapbE IN THE BANK 
Hoxupinc Company Act AND OTHER PROVISIONS OF ExistiInG Law BY DRAFT 
oF Brut (Exuipit A) SUBMITTED WITH THE REPORT OF THE BOARD oFr Gov- 
ERNORS Datep May 7, 1958, UNDER THE Bank Ho.ipina Company Act oF 
1956 


{Material to be deleted is shown stricken through; new material is shown in italic. Where no change would 
be made in a section or subsection of present law, this is indicated by the words ‘‘No change.’’} 


CHANGES IN BANK HOLDING COMPANY ACT 
DEFINITIONS 


Src. 2. (a) ‘Bank holding company”? means any company (1) which directly 
or indirectly owns, controls, or holds with power to vote, 25 per centum or more 
of the voting shares of eaeh ef +we or mere banks any bank or of a company which 
is or becomes a bank holding company by virtue of this Act, or (2) which controls 
in any manner the election of a majority of the directors of eaeh ef +we or mere 
banks any bank, or (3) for the benefit of whose shareholders or members 25 per 
centum or more of the voting shares of eseh ef +we or more banks any bank or 
a bank holding company is held or controlled directly or indirectly by trustees: or 
(4) for the benefit of whose employees (whether exclusively or not) 25 per centum or 
more of the voting shares of any bank or a bank holding company is held or controlled 
directly or indirectly by trustees under an employee-benefit plan; and for the purposes 
of this Act, any successor to any such company shall be deemed to be a bank 
holding company from the date as of which such predecessor company became 
a bank holding company. Notwithstanding the foregoing (A) #6 bank shall be 
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@ benk helding company by virtue of its ownership er eontrel of shares in & 
Hebert eae ; exeept where steh shares are held for the benefit of the share~ 
Holders of sHett bank; no bank and no company owning or controlling voting shares 
of a bank shall be a holding company by virtue of such bank’s ownership or control 
of shares in a fiduciary capacity, except where such shares are held for the benefit 
of the shareholders of such bank or such company, ¢B} xe company shall be @ bank 

company whieh is registered under the investment Company act of 


ef each of twe or more banks; +6} (B) ie antigney shall be a bank holding com- 
pany by virtue of its ow nership or control of shares acquired by it in connection 
with its underwriting of securities and which are held only for such period of 
time as will permit the sale thereof upon a reasonable basis, 42} and (C) no com- 
pany formed for the sole purpose of participating in a proxy solicitation shall 
be a bank holding company by virtue of its control of voting rights of shares 
acquired in the course of such solicitation. ; and 45} ne company shall be a bank 
holding company if at least 80 per eentum ef its tetel assets are eompesed of 
Hittites tH the field ot eed tes 

(b) “Company” means any corporation, business trust, association, or similar 
organization, but shall not include (1) any corporation the majority of the shares 
of which are owned by the United States or by any State, or (2} any eerperation 
er community ehest, fund, or foundation, organised and operated exehisively for 
punton Sct thea tesmatae- 0 can ncteuns Gnenemaious oe tndbabieahrenth aie edtatedtial 


te influence legislation; or 43) (2) any partnership. 

(c) “Bank” means any national banking association or any State bank, savings 
bank, or trust company, but shall not include any organization operating under 
section 25 or section 25 (a) of the Federal Reserve Act, or any organization which 
does not do business within the United States. ‘State rentber bre HtettHs 
He whieh is @ member of the Federal Reserve System- ‘District 
bank” means any State bank organized or operating under the Code of Law for 
the District of Columbia. 

(d) ‘“Subsidiary”’, with respect to a specified bank holding company, means (1) 
any company 25 per centum or more of whose voting shares (excluding shares 
owned by the United States or by any company wholly owned by the United 
States) is directly or indirectly owned or controlled by such bank holding company, 
or ts held by it with power to vote; or (2) any company the election of a majority of 
whose directors is controlled in any manner by such bank holding company; 
or (3) any company 25 per centum or more of whose voting shares are held or 
controlled directly or indirectly by trustees for the benefit of the shareholders or 
members of such bank holding company: ; or (4) any bank 25 per centum or more 
of whose voting shares are held or controlled directly or indirectly by trustees under 
an employee-benefit plan for the benefit of the employees (whether exclusively or not) 
of such bank holding company. 

(e) [No change.] 

(f) [No change.] 


see eens ae ee ee oe eae 
trelsee bine pte the prisite ef trrestoek: bees fibers stints: 


er pouttes: forestry or lumbering operations; and the production of naval stores; 
fred operttions direetty teltted thepete- 


(g) For the purposes of this Act— 

(1) shares owned or controlled by any subsidiary of a bank holding company 
<< be deemed to be indirectly owned or controlled by such bank holding company; 
an 

(2) shares held or controlled directly or indirectly by trustees for the benefit of 
the shareholders of a company or any of its subsidiaries shall be deemed to be con- 
trolled by such company. 

(h) The application of this Act or of section 23A of the Federal Reserve Act, as 
amended, shall not be affected by the fact that a particular transaction takes place 
wholly or partly outside the United States or the fact that a particular company is 
organized or operates outside the United States; Provided, however, That the prohibi- 
tions of section 4 of this Act shall not apply to shares of any company which is or- 
ganized under the laws of a foreign country and does not do any business within the 
United States, provided such shares are held or acquired by a bank holding company 
which is principally engaged in the banking business outside the United States. 
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ACQUISITION OF BANK SHARES OR ASSETS 


Sec. 3. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank holding 
company under section 2 (a) of this Act (except by termination of an exemption 
provided in section 2 of this Act); (2) for any bank holding company to acquire 
direct or indirect ownership or control of any voting shares of any bank if, after 
such acquisition, such company will direetly or indirectly own or control more than 
5 per centum of the voting shares of such bank, or for any action to be taken which 
results in a bank becoming a subsidiary of a bank holding company; (3) for any bank 
holding company or subsidiary thereof; ether than @ bank; to acquire all or sub- 
stantially all of the assets of a Coui: or (4) for any bank holding company to merge 
or consolidate with any other bank "holding company. Notwithstanding the fore- 
going this prohibition shall not apply to (A) shares acquired by a bank, (i) in good 
faith in a fiduciary capacity, except where such shares are held for the benefit of 
the shareholders of seh bank a bank holding company or any of its subsidiaries, 
or (ii) in the regular course of securing or collecting a debt previously contracted 
in good faith, but any shares acquired after the date of enactment of this Act in 
securing or collecting any such previously contracted debt shall be disposed of 
within a period of two years from the date on which they were acquired; or (B) 
additional shares acquired by a bank holding company in a bank in which such 
bank holding company owned or controlled a majority of the voting shares prior 
to such acquisition. 

(b) [No change.] 

(c) [No change.] 

(d) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit any bank holding company or 
any subsidiary thereof to acquire, directly or indirectly, any voting shares of, 
interest in, or all or substantially all of the assets of any additional bank located 
outside of ‘the State im whieh sueh bank holding company maintains its principal 
office and place of business or im whieh it eonduets ite principal eperations in 
which the operations of such bank holding company’s banking subsidiaries were 
principally conducted at the date of enactment of the Bank Holding Company Act 
Amendments of 1958 or the date on which such company became a bank holding 
company, whichever is later unless the acquisition of such shares or assets of a 
State bank by an out-of-State bank holding company is specifically authorized 
by the statute laws of the State in which such bank is located, by language to that 
effect and not merely by implication: : Provided, however, That the prohibition of 
this subsection shall not apply with respect to an application for approval of a trans- 
action involving the acquisition by a bank of all or substantially all of the assets of 
another bank. 

INTEREST IN NONBANKING ORGANIZATIONS 


Sec. 4. (a) [No change.] 

(b) [No change.] 

(c) The prohibitions in this section shall not, with respect to any bank holding 
company, apply to— 

(1) te shares ewned er aeqtired by & bank heldine eompany im of any 
company engaged or to be engaged solely in one or more of the following acttv- 
ittes: (A) holding or operating properties used wholly or substantially by 
any banking subsidiary of such bank with respeet te whieh it is @ bank holding 
company in #s the operations of such banking subsidiary or acquired for such 
future wees or engaged selely im (B) conducting a safe deposit business;; or 
selels in the business ef (C) furnishing services to or performing services for 
such bank holding company @#nd banks with respeet te whieh it is @ bane 

company; or its banking subsidiaries; or (D) im liquidating assets 
acquired from such bank holding company end steh banks; or iis banking 
subsidiaries or acquired from any other source prior to May 9, 1956, or the date 
on which such company became a bank holding company, whichever is later; 

(2) te shares acquired by a bank helding company whieh is a bank; or by 
eny berkinge subsidiary of a bank heldine company; in satisfaction of a debt 
previously contracted in good faith, but such bank helding eempeany or sueh 
subsidiaries shall dispose of such shares within a period of two years from the 
date on which they were acquired er from the date of ennetment of this Act; 
srtiteheser ts $ 

(3) #e shares acquired by @ such bank holding company from any of its 
subsidiaries which subsidiary has been requested to dispose of such shares 
by any Federal or State authority having statutory power to examine such 
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subsidiary, but such bank holding company shall dispose of such shares 
within.a period of two years from the date on which they were acquired er 
of enretment ef this et; whiehever is later; 
(4) +e shares whieh are held or acquired by a bank holding Hrrbistitete = aadpte te 
borers et se betttbe 


is @ bank or by any eaten teens 
faith in a fiduciary capacity, except where such shares are held for the benefit 
of the shareholders of such bank holding company or any of its subsidiaries; 
> OF He 

(5) shares which are of the kinds and amounts eligible for investment by 
national banking associations under the provisions of section 5136 of the 
Revised Statutes; or te shares lawfully sequired and owned prier te the date 
of epteteHt of this -Act by @ bani which is @ benle holding company; or by 
soe of Ha atholbe aated sHbsiditeties | 

(6) £5} te shares of any company which are held or aequired by & bank 
holding company whieh do not include more than 5 per centum of the out- 
standing voting seewrities shares of such company; ; end de net heave & vahie 
greater than 6 per eentum of the value ef the total assets of the bank holding 
eo ae te tHe eased be o beat doldtie estipie ef shipes: seeHtEt 
ties; er obligations 

(7) shares of an investment company which is not a bank holding company 
and which is not engaged in any business other than investing in securities, 
which securities do not include more than 5 per centum of the outstanding 
voting seevrities shares of any company and de net inelide any single asset 
hosing a velie greater then 9 per eentiin ef the vale ef tie total assets of 
the bette HH 

46} te (8) shares of any company all the activities of which are or are to be 
of a financial, fiduciary, or insurance nature and which the Board after due 
notice and hearing, and on the basis of the record made at such hearing, by 
order has determined to be so closely related to the business of banking or 
of managing or controlling banks as to be a proper incident thereto and as 
to make it unnecessary for the prohibitions of this section to apply in order 
to carry out the purposes of this Act: 

te apy bank holding company whieh is a labor egrieultiral op hort 
erste eet ted adel de eeept frett ttetttied Heder seetion Alt of 
the totesiat dteseiie ode of Hun oF 

£8} te (9) shares held or aequired by @ bank holding company in of any 
company which is or is to be organized under the laws of a foreign country and 
which is or is to be engaged principally in the banking business outside the 
United States. 

(d) With respect to shares which were not subject to the prohibitions of this section 
as originally enacted by reason of any exemption with respect thereto but which were 
made subject to such prohibitions by the subsequent repeal of such exemption, no bank 
holding company shall retain direct or indirect ownership or control of such shares 
after two years from the date of the repeal of such exemption, except that the Board is 
authorized upon application by such bank holding company to extend such period 
of two years from time to time as to such holding company for not more than one year 
at a time if, in its judgment, such an extension would not be detrimental to the public 
interest, but no such extensions shall extend beyond a date five years after the date of 
repeal of such exemption. 

ADMINISTRATION 

Sec. 5. [No change.] 


BORROWING BY BANE HOEDHYG COMPANF OR TS SERSTPHRHS 


mee ie ste depots tel tite ie dete af ereetinent ef this chet He abet be Heder 
fal for # bin —— 


ade Soon Aegina ne Petco «ce pe egg fi mia 


et ste brtrk hetdite corte as eoleteret for sehettees tittele be 
we pepset Gr eotipetes Prencidedk dreaeescegs Tit te batt ott teeept stteh 
aap steaks betde debeptites; ep otter : as seat for debts 


prt tert 
precictioby tetttieteds dot shel: eedhtterd stealth aot be eld fer 4 petind of 
ever tye Fears: 
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43} to prehase securities; ether assets or obligations under repurchase 


teetet ee 
other sttbsidiney of steh bank helding compare 
{4} te meke any lean; diseount or extension of eredit te @ bank helding 


Nondaterest-berritte deposits te the eredit ef & bank shel net be deemed te 
be # lean ot adveree te the bank ef at Cenentte sos, Sem Lieve: Maanmenmee 
eect te + bitte tpn teotleeted dette reeabeed H+ the a ang nein 
be deetied te be a doth ot teetree te the depesitine brat: 

4b} The provisions ef this section shall net apply 4) te the eapital steek; bonds; 
cebertitees; ot other oblerttions ef ti esmpiny deseribed im seetion + te} 4 of 
this “kets at +34 te te ertptt artiese sttbsictites stitttis bee risen ott of bere 
Scio Sons So She hon coninted Satie SO Gt AAEe SN SAE 
Roa be He Cobb ehiome attbstelittar sHtttia eadste bar person ef te oarsership 
on agate of Natne Sateen Seeree’ 22 Saete einer one ae nee 
BeeeeE neetttc oF deposits oF dt tae other fetteitte capredn except ahere 
stich shmtes are held for the beneht of all ot a majority of the stoukholder of such 


RESERVATION OF RIGHTS TO STATES 
Sec. 7. [No change.] 


PENALTIES 
Src. 8. [No change.] 

JUDICIAL REVIEW 
Sec. 9. [No change.] 


AMENDMENTS TO INTERNAL REVENUE CODE OF 1954 


Suc. 10. [No change.] 


SAVING PROVISION 
Sec. 11. [No change.] 


SEPARABILITY OF PROVISIONS 
Sec. 12. [No change.] 





CHANGES IN FEDERAL RESERVE ACT 


Sec. 4, Paragraph 16 (12 U.S. C. 304) 


Directors of class A and class B shall be chosen in the following manner: 

The Board of Governors of the Federal Reserve System shall classify the member 
banks of the district into three general groups or divisions, designating each group 
by number. Each group shall consist as nearly as may be of banks of similar 
capitalization. Each member bank shall be permitted to nominate to the chair- 
man of the board of directors of the Federal Reserve bank of the district, one 
candidate for director of class A and one candidate for director of class B. The 
candidates so nominated shall be listed by the chairman, indicating by whom 
nominated, and a copy of said list shall, within 15 days after its completion, 
be furnished by the chairman to each member bank. Each member bank by a 
resolution of the board or by an amendment to its bylaws shall authorize its 
president, cashier, or some other officer to cast the vote of the member bank in 
the elections of class A and class B directors: Provided, That whenever any 
twe or more member banks within the same Federal Reserve district are affiliated 
with the same helding company affiliate subsidiaries of the same bank holding 
company within the meaning of the Bank Holding Company Act of 1956, participa- 
tion by sueh member banks in any such nomination or election by such member 
banks, including such bank holding company if it is also a member bank, shall be 
confined to one of such banks, which may be designated for the purpose by such 
holding company efflate- 


Sec. 9, Paragraph 19 (12 U. 8. C. 334) 


Any such affiliated member bank which fails to obtain from any of its affiliates 
and furnish any report provided for by the two preceding paragraphs of this 
section shall be subject to a penalty of $100 for each day during which such failure 
continues, which, by direction of the Board of Governors of the Federal Reserve 
System, may be collected, by suit or otherwise, by the Federal reserve bank of 
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the Series which such member bank is located. Fer the purpeses ef this 
the 


preety foe phemertine pipeptphis ef this seetter: the fepat taHtitite 
shill Gesdde Hebi eetopotes etittates te seed as ether etHiliates: 


Sec. 9, Paragraph 22 (12 U. 8. C. 337) 


shed 
the bette oe hate Ge Gece tHe att a trebdhere eraeepeteae tidteete te 
ebtein such an agreement within the time se preseribed; the Beard ef Governors 


Sec. 23A, Paragraph 3 (12 U. S. C. 371c) 


Fer the purpese of this section; the term ‘affiliate’ shall inelide holding 
company affiliates as well as other affiliates; and the The provisions of this section 
shall not apply to any affiliate (1) engaged solely in holding the bank premises 
of the member bank with which it is affiliated; (2) engaged solely in conducting 
a safe-deposit business or the business of an agricultural credit corporation or 
livestock loan company; (3) in the capital stock of which a national banking 
association is authorized to invest pursuant to section 25 of this Act, as amended, 
or a subsidiary of such affiliate, all the stock of which (except qualifying shares 
of directors in an amount not to exceed 10 per centum) is owned by such affiliate; 
(4) organized under section 25 (a) of this Act, as amended, or a subsidiary of 
such affiliate, all the stock of which (except qualifying shares of directors in an 
amount not to exceed 10 per centum) is owned by such affiliate; (5) engaged solely 
in holding obligations of the United States or obligations fully guaranteed by 
the United States as to principal and interest, the Federal intermediate credit 
banks, the Federal land banks, the Federal Home Loan Banks, or the Home 
Owners’ Loan Corporation; (6) where the affiliate relationship has arisen out of 
a bona fide debt contracted prior to the date of the creation of such relationship; 
or (7) where the affiliate relationship exists by reason of the ownership or control 
of any voting shares thereof by a member bank as executor, administrator, 
trustee, receiver, agent, depositary, or in any other fiduciary capacity, except 
where such shares are held for the benefit of all or a majority of the stockholders 
of such member bank; but as to any such affiliate, member banks shall continue 
to be subject to other provisions of law applicable to loans by such banks and 
investments by such banks in stocks, bonds, debentures, or other such obligations, 
The provisions of this section shall likewise not apply to indebtedness of any 
affiliate for unpaid balances due a bank on assets purchased from such bank or 
or to loans secured by, or extensions of credit against, obligations of the United 
States or obligations fully guaranteed by the United States as to principal and 
interest. 

For the purposes of this section, (1) the terms ‘‘extension of credit’’ and ‘‘extensions 
of credit’’ shall be deemed to include (A) any purchase of securities, other assets or 
obligations under repurchase agreement, and (B) the discount of promissory notes, 
bills of exchange, conditional sales contracts, or similar paper, whether with or without 
recourse, except that the acquisition of such paper by a member bank from another 
bank, without recourse, shall not be deemed to be a “‘discount’’ by such member bank 
for such other bank; and (2) non-interest-bearing deposits to the credit of a bank shall 
not be deemed to be a loan or advance or extension of credit to the bank of deposit, nor 
shall the giving of immediate credit to a bank upon uncollected items received in the 
anne course of business be deemed to be a loan or extension of credit to the depositing 

ank. 

For the purposes of this section, the term “affiliaie’’ shall include, with respect to 
any member bank, any bank holding company of which such member bank is a 
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subsidiary within the~meaning of the Bank Holding Company Act of 1956, as 
amended, and any other subsidiary of such company 

The provisions of this section shall not apply to (1) ‘stock, bonds, debentures or other 
obligations of any company of the kinds described in section 2 (c) (1) of the Bank 
Holding Company Act of 1956, as amended; (2) stock, debentures or other 
obligations accepted as security ’ for debts previously coniptcted, provided that such 
collateral shall not be held for a period of over two years; or (3) shares which are of 
the kinds and amounts eligible for investment by national banks under the provisions 
of section 5136 of the Revised Statutes. 


CHANGES IN OTHER STATUTES 


Federal Deposit Insurance Act, sec. 18 (12 U. 8. C. 1828) 
Sec. 18. * * * 


(t) The provisions of section 23A of the Federal Reserve Act, as amended, relating 
to loans and other dealings between member banks and their affiliates, shall be appli- 
cable to every nonmember insured bank in the same manner and to the same extent as if 
such nonmember insured bank were a member bank; and for this purpose any com- 
pany which would be an affiliate of a nonmember insured bank, within the meaning 
of section 2 of the Banking Act of 1933, as amended, and . the purposes of section 
23A of the Federal Reserve Act, if such bank were a mem tank shall be deemed 
to be an affiliate of such nonmember insured bank. 


Revised Statutes, sec. 5144 (12 U. S. C. 61) 


Src. 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are direc- 
tors to be elected, or to cumulate such shares and give one candidate as many 
votes as the number of directors multiplied by the number of his shares shall 
equal, or to distribute them on the same principle among as many candidates as 
he shall think fit; and in deciding all other questions at meetings of shareholders, 
each shareholder shall be entitled to one vote on each share of stock held by him; 
except that (1) this shall not be construed as limiting the voting rights of holders 
of preferred stock under the terms and provisions of articles of association, or 
amendments thereto, adopted pursuant to the provisions of section 302 (a) of the 
Emergency Banking and Bank Conservation Act, approved March 9, 1933, as 
amended; ; (2) in the election of directors, shares of its own stock held by a national 
bank as sole trustee, whether registered in its own name as such trustee or in the 
name of its nominee, shall not be voted by the registered owner unless under the 
terms of the trust the manner in which such shares shall be voted may be deter- 
mined by a donor or beneficiary of the trust and unless such donor or beneficiary 
actually directs how such shares shall be voted; ; and (3) shares of its own stock 
held by a national bank and one or more persons as trustees may be voted by such 
other person or eens as trustees, in the same manner as if he or they were the 
ee an controled by any holding company affiliate of @ na- 


asseeiation. Shareholders may vote by proxies duly authorized in writing; but 
no officer, clerk, teller, or bookkeeper of such bank shall act as proxy; and no share- 
holder whose liability is past due and unpaid shall be allowed to vote. Whenever 
shares of stock cannot be voted by reason of being held by the bank as sole trustee, 
such shares shall be excluded in determining whether matters voted upon by the 
shareholders were adopted by the requisite percentage of shares. 

Feo the paiepemes of thie semtiesy sheepes shel be deetiee bey be entttpediod dee a 

mobettetre sthiliete of biese ete eed et pettodled diteetbe ap cHetipeet le 
hey satel heldite eotrprte atitinte: oe Held ba dees testes fae tte beretit ef the 
sheteliotders ap tethers trepeat: 

“Any such holding company eaffiate may make application te the Beard of 
Cavesnons of the Resend Heweree Svshemn fot voting pent eHHHHE tt tH SHte 
the steek controled by it at any or alt meetings of aavemabhens of Gduiuaaie ee 

thie tthe ae botetees bebetrre the sheet pet de beteetit ate fee bie pte 
fit of its shareholders se te vote the same: The Board of Governors of the Federat 


the financial condition ef the applicant, the general character of ite management; 
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See ee ee ae et eee ir ern See: ween a ec Om 
Ore Ot cee permis chal be eeeees Satan een vee pre ey abaya sy 

4H doeeps steh heldine eonpeny affiliate shalh tt aekine the applention for 
Stel perhtits teree ott te eee bees ot dittes ddentiedd arith those feed fer the cat 
fetiet of does ged acti ety it de atbtieted esteniaere daihe etherived te extiette 
steh bettin: sete stilt tHe sted extieinetiers ef steh heldine eouipane athlete 
te silt he Heeessie te diselose fll the tebitieta beteesn stteh brates aid set 
holdine eorepese mthtiete maid Hie effeet of stteh relttiens ttpen the affaies of site 
bets steel eatenittttietts te be at the expense ef the heldine eompestr afitiate so 
exeitined: +25 chat the peperte of steh extetiners shall eontitn ste tfermetion 
te shed! be teeestess tH Hectoee feb the rebttians betareen steh atilete mad Heh 
berks end the effeet of sueh relations upen the affairs ef sueh banks; (3) that suck 


- pete 

de per eet ef the teeter te pate atte ef atte brad steeke etd 424 sheath pete 

tH Hetedrhs arteloete ile wesets ether thet heart steek a pet etenines creer tte lee 

SH per eet per are ot the beet sete ef Hs et shires otitetendine tatit 

ste sasets shell sristHt te seeh 26 per eentiins of the seereete pare waite of aH 
the feregeing provisions ef this seetion; after five years 


then $2 per cents of the seereeete par eahte of baat steeks eopteolerdd by H- 
and {2} the assets required by this seetion te be possessed by sueh holding eom- 

per etHiiete pine be used by it for replreement of expitet tt baste atiteted arith 
cath tons betes tention Neato. inane Sacleamisedemaneerteacines caeiee datratiee 
Frote ste tse shel} be titde ap aeitd+ Ht stteh period as the Beted ef Geverioes of 
the bedett ese ma steet tHe by regulation preseribe and the provisions of 
thie eubecction instead of subscetion (b)s shel apply te el heldine 


' Every officer; dizeetor; agent; and employee of every such holding company 
tHitiste shell dee stbgeet te tire sete pertties fer fedae eattties tH tHe peeks fepetie 
BP stttentet ef sted Lelding eartpee etidiate ae tee etopHerble tH others: cipee 
tors; eeente ahd etplerces ef tember banks trader seetion 1605 of Fide 5, 
titer Bitte Cade sitet 

wet doce tel Hetero eerste ieee shad ta He tpplientien fee sel sottite 
permit; (> shew that it dees net own, eontrel er have any interest in; and is net 


in; the issue; : ste: HE > ft 
artitestte ep petit er tied prtbtredptttiete: ab stestden: besttcte le leit 
Hotes; er ether seehtitdes at saa sent thereitettter te tre SsneeHT ES eH 


sei eered 
pany}: (2) agree that during the peried that the permit remains in feree it will 
Ret Require any ownership; contrel er interest in any sueh securities company oF 
ptedeipate te the Hitters ptt ee diseetion thereefs 34 teree that Ho at the dite 
SERS See Se entre one Santen Datinny on aan arene Se ONO ETN en nat TE 
pttteipatine tH tie Hintteentert et diteetien of aa stteh seetHities eons 
i call: Sadie ere Seaee athee dee Athen Uk Madis sabieatieke deen dees oF te 
eaerepships eouteel rad titerest te ste: seettities eonipea tid all erase paptie- 
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the period that the permit remains in feree; mequire any fuasher crvpceabin, control; 
or intent im sie nels securities company or paticsnie in the dHtHtrseHteHt oF 
heeettor teteets atte ote eres that tt arth deetete cistdetids site ee 
of setts tet cope 

H at any time it shall appear te the Beard of Governors of the Federal Reserve 


tlteletet te sted Salita Seay Abbiede nes aan akin atetean 
eontreled by steh hetddite cote atittate: 

Wherever the Beard of Governees of the Federal Heserpre System shell have 
pereked tis sotine perndt as Hereibefere provided: the Hehts: prhteses aid 
Peeldses ef sa er dit attend barks the steek of aehich ts eenteeted be teh 
Fheddite compere tibiae shed ot the diseretien of the Bered of Geeetioes of tte 
Feeder Reseree Baste be stb treet te forfetttte Ht reeopetee ath seetion of 
the Fede Hee chet ts eteteted: 


Revised Statutes, sec. 6211 (12 U. 8. C. 161) 
Suc, 5211...% ** 


Each national banking association shall obtain from each of its affiliates other 
than member banks and furnish to the Comptroller of the Currency not less than 
three reports during each year, in such form as the Comptroller may prescribe, 
verified by oath or affirmation of the president or such other officer as may be 
designated by the board of directors of such affiliate to verify such reports, dis- 
closing the information hereinafter provided for as of dates identical with those 
for which the Comptroller shall during such year require the reports of the condi- 
tion of the association. Fer the purpese ef this seetion the term “afGliateY shall 
imehide holding company affiliates as well as ether affttintes: Each such report of 
an affiliate shall be transmitted to the Comptroller at the same time as the corre- 
sponding report of the association, except that the Comptroller may, in his dis- 
cretion, extend such time for good. cause shown. Each such report shall contain 
such information as in the judgment of the Comptroller of the Currency shall be 
necessary to disclose fully the relations between such affiliate and such bank and 
to enable the Comptroller to inform himself as to the effect of such relations upon 
the affairs of such bank, The reports of such affiliates shall be published by the 
association under the same conditions as govern its own condition reports. The 
Comptroller shall also have power to call for additional reports with respect to 
any such affiliate whenever in his judgment the same are necessary in order to 
obtain a full and complete knowledge of the conditions of the association with 
which it is affiliated. Such additional reports shall be transmitted to the Comp- 
troller of the Currency in such form as he may prescribe. Any such affiliated 
bank which fails to obtain and furnish any report required under this section shall 
be subject to a penalty of $100 for each day during which such failure continues, 


Banking Act of 1988, sec. 2 (12 U. 8. C, 221a) 
eee ae ee 
* * * 


(4) Which owns or controls, directly or indirectly, either a majority of the 
shares of capital stock of a member bank or more than 50 per centum of the 
number of shares voted for the election of directors of a member bank at the pre- 
ceding election, or controls in any manner the election of a majority of the directors 
of a member bank, or for the benefit of whose shareholders or members all or 
substantially all the capital stock of a member bank is held by trustees. 


fe} Bhe tert +- eompeny efiliete! shell inehide any corporation, busi- 
44 Whieh owns or ; diveetly or indireeth; either a majority of the 


rechte lester, or controls in any manner the election of @ majority of the directors 
ef any one bank: oF 
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OF Toe ie Dinah ab. wna Sere fee fe 98 Geen. Sy 


efitieatel shel net 
e Gaked Seka 


Sesubiades Advisers Act a 1940, sec. 202 (a) (15 U. 8. C. 80b—2) 

Src. 202 (a). * * * 

(11) “Investment adviser’? means any person who, for compensation, engages 
in the business of advising others, either directly or through publications or writ- 
ings, as to the value of securities or as to the advisability of investing in, purchasing 
or selling securities, or who, for compensation and as part of a regular business, 
issues or promulgates analyses or reports concerning securities; but does not 
include (A) a bank, or any bank holding company effete; as defined in the 
Bette set 


ef 4983 Bank Holding Company Act of 1956, which is not an invest- 
ment company; * * *. 


Investment Company Act of 1940, sec. 3 (c) (4) (15 U.S. C.) 
mae oe 
(c) * * * 
£4} Any holding company affiliate; as defined in the 
cot be Board of Gecstenas ae the 


SGGH stp eptitte ay i 
entitled te be Heard: Tv dohaitinn ob-the’terur Siebanset tx eotemoe & eer chat 


net apply te this paragraph: 
Internal Revenue Code of 1954, sec. 601 (26 U. 8S. C. 601) 


SEC 664 SPECIAL DEDECTHION FOR BANK AFFILIATES 


dae thie eee Ht a heldine we thall be alloca a cusditdon; losierpare 
ste aad 5G Us rth pepe re aah ptt 
weeeeete tee eet ee | 


See er te i Ga ee ee 
exeeed the amount required te be devoted under seh seetion 6444 te sueh 
pitepeses: 

O 








